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(uO The income tax payable on the total Income ai redaeol by 
the allowance for earned Income shall not exceed either — 

(a) A sum bearing to half the amount by which the total income 
(before dodnetun of the allowance for earne-i income) exceeds the 
said limit tho fame iiroportion as suoh re luceJ total income bears to 
the unreduced total income, or. 

(b) The Income tax payable on the income so rwluood at tho 
rates «peclfied, whichever is lc»s 

The limit referred to in the above proviso shall be — 

(0 Its 5,000 in Iho case of every Hindu undivided family which 
fati<5es at the end of tho previous year either of the following 
conditions namely 

(a) That it lias atleast two niembera entitled to a share on par,, 
titioii who are not loss than 18 years of ago , or 

(b) That it has atleast two members entitled to a share on par. 
tition neither of whom is a lineal de^eendent of the other and both of 
whom are not lineally descended from any other living moiiber of 
the family, and 

(n) Rs 3 000 m every other c»so 


B In the case of every company— 

Rato 

On the whole of total income Five annas in the rupee 

Provided that m the case of an Indian company— 

(0 y^ere the total income, as reduced by seven annas ‘in the 
rupee and bv the amount. If any. exempt from income tax excels 
the amount of any dividends (includiog dividends payable at a fixed 
rate) declared in respect of the whole or part of the previous year 
lOTlliems.ssm.ntend.ag oQtW Jlsl d.y ol M.toh, 150 .nd no 

ni«d« note .nb^cllon (1) of ..otion 23 A of tho 

Income taxAct.arobatoBhsIlboollowed at the rato of one anna per 
rupee on the amount of such exoess “nua per 

(il) Where the amount of dividends refen-Bf! lo ... 
above exceeds the total income as reduced by saveB anl * 

fall, ebort ol the aioont St'Kd at .hr;.?.'’ > 

rupee on the excess dividend of five annas per 

the Income Tax Act, but any distribution miSuded^fn^hat ^ 

made dunns the y ear endmt. on the Slst day of Marrb 

be deemed to be a dividend declared la r speof of 

of the previous year ‘ ‘“® whole or part 

For the purposes of clause ( i) of the abnv 
gate amount of income tax actually borne hv the aggre. 

shall be determined as follows _ hy the excess dividend 

(fl The excess dividend -hall be j a . 
or such portion of the und stnhut^ « b.^ of the whole 
,mm.41at.l. pr.orfwg ,b, oaa or more years 

' ’ wobld bo Buoi'io,, 
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to cover the amoiint of the excess dividend and as have not likewise 
been taken into account to cover an excess dividend of a preced- 
ing year ; 

Such portion of the excess dividend as is deeined to be out 
of the undistributed profits of each of the said years shall be deemed 
to have borne tax. 

{a) If an order has been made under sub^Sectiou (11 of section 
23A of the Income-tax Actj in respect of the undistributed profits of 
that year) at the rate of five annas in the rupee* and 

(b) In respect of any other year, at the rate applicable to the total 
income of the company, for that year reduced by the rate at which, 
rebate, if any, was allowed on the undistributed profits. 

(c) In the case of every local authority and in every case in 
which, under the provisions of the Income-tax Act, income-tax is to 
bo" charged at the maximum rate — 

On the whole of Total income Rate 

Five annas in the rupee 


PART II 

BATES OF SUPEB-TAX 

A. In the case of every individual, Hindu undivided family, 
“•^f®Sistered firm and other association of persons, not being a case to 
which any other paragraph of this part applies — 

Rate if Income 
wholly earned 


1. On the first Rs. 2r,000 

on total income 

2. On the next Rs. 15,000 

of total income 

3. On the next Rs. 15,000 

of total inoome 

4. On the next Rs. 15,000 
of total income 

On the next Rs. 15,000 
of total income 
On the next Rs. 1-5,000 
of total income 

On the next Rs.5Q,0'()0 
of total income 
On the next Rs. 1,00,000 
of total income 


Rate if income 
wholly unearned 


5. 


Nil 


Nil 


Two annas in 

the 

Three annas in 

the 

rupee 

Three annas in the 

rupee 

Pour and a 

half 

rupee 


annas in 

the 

Five annas in 

the 

rupee 

Six annas in 

the 

rupee 

S'lx annas in 

the 

rupee 

Seven annas in 

the 


6 . 

7. 

8 . 

9. 

10 


rupee 

Six and a half 
annas in the 
rupee - 

Seven annas in the 
rupee 

Eight annas in the 
rupee 


rupee 

Eight annas in 
rupee 


the 


On the next Us. 1.00,000 Bight and a ixalf 
of tjtal income annas in the 

rnpeo 

On the balance of total NTine annas in the 
income rupee 


Nine annas in the 
rupee 

Nine and a half 
annas in tlxo 
rupee 

Ten annas in the 
rupee 


Ton annas 
rupee 


in the 



PREFACE TO FIRST EDITION 


The recent amendments made to the Income-Tax Act created 
an inclination in my mind to write a treatise on Incorae.TaXj which 
may be useful to the Students of Law and Accountancy. The book 
is a further development on my thesis which I submitted for my 
M. A. [lamination under the supervision of Prof. B. P. Adarkar> 
M. A. (Cantab). All the amendmeius to the present Act have been 
incorporated in the book upto date. A new Chapter on Capital 
Gains Tax has been incorporated and the Chapters on Super-Tax> 
Pay As You Earn Sohemej Earned Income have been written in 
a new light. A number of questions on all aspects have been given 
in the body of the book with explanatory notes and at the end a 
number of various examination problems have been solved. I have 
every hope that the book shall prove serviceable to the Students of 
.^countancy and Law and as also to those who have a mind to 
understand the complicated provisions of the Act. 

I am highly thankful to Mr. Rishabh Chandra Patni, M. Com. 
who has helped me in writing the book. 

Aligarh, K. L. GARG 

24th July, 1947. M. a., B. COM., Ph. D. 


PREFACE TO SECOND EDITION 

In bringing out this new enlarged and up.to,date edition 
attempt has been made to incorporate the result of latest changes 
made in Income-Tax Law by the Indian Finance Act, 1148, in an 
easy and simple language for the use of students, income-tax 
practitioners and the general readers. The treatise has been 
thoroughly revised and rewritten. The general principles of Act 
have been illustrated by worked out examples both at the end of 
each Chapter as also at the end of the book. The Income-Tax 
Act and Finance Acts of the years 1946, 1947, 1943 and 1949, 
have been added at the end of the book to facilitate ready reference 
wherever necessary. With these improvements, I am sure that the 
book will prove more useful to the readers. 

26th June, 1948 K. L. Qarg 


PREFACE TO THIRD EDITION 

The treatise has been thoroughly revised and new worked out 
examples have been added. Attempt has been made to make the 
book more serviceable to the students of M. Com. classes as well. A 
suitable alphabetical index has also been added. 


K. L, GaRQ. 
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CHAPTER I 

HISTORY OF INDIiH INCOME-TAX 


The importance of income-tax in the present order of society 
cannot be exaggerated. In the taxation system of a country 
where most of the taxes are levied on commodities, this form' of 
taxation on income is very essential. Taxation on commodities is 
regressive in character as the amount of tax mostly falls on lower 
grades of income duo to proportionately loss consumption of com. 
modifies by the rich. Hence to make the burden fall equally, in 
other words, to go with the canon of equity, certain progressive 
taxes are essential and income-tax is one which enables us to 
maintain a balance. 

The income-tax in its modern form was looked upon ‘as a 
temporary expedient to tid e over a passi ng emergenc y’ at the 
beginning of the present ce'nturyY^ut war and post war finance 
made this form of taxation universal and it is since the first war 
that Income-tax has become “a great e ngine o f revenu e.” In 
India, too, income-tax until the war of ~l91'dB~'3icrnotoccupy an 
important position in the financial budgets of the country. It is 
the change in the economic and the political system of the country 
that has given it an import ’.nt place in the Indian budgets. So 
much so ihat under the Government of India Act it is counted as 
one of the main sources of revenue to be administered by the 
Central Government. Though the present Income-Tax Act was 
enacted in 1922, and amended in 1930, 1932, 1939, 1940, 1941, 
1242, 1945, 1946, 1947 and 1948 extending to over half a century. 

Income tax in India first made its appearance in 1860. The 
heavy expenditm’e incurred during mutiny created a necessity of 
additional taxation. Hence Sir James Wilson introduced a tax at 
the rate of 2 % upon incomes between Rs. 200 and Rs. 500 a year 
and 4 % on incomes above Rs. 500, Of the latter 3 % was collected 
for the Imperial Treasury and 1% for local purposes. The Act 
was framed on the model of British Tax system and under it four 
kinds of incomes viz., income from real property, incomes from 
trades and professions, income from public funds and incomes from 
salaries were liable to taxation. Income from agriculture was 
liable to taxation under the first heading but cultivators who paid 
less than Rs. G'JO annually either in the form of land revenue to 
Government or as rent to landlord were exempted from tax. 

In the following year Mr. Samuel Laing, the successor of Mr. 
Wilson, described income-tax as ‘a failure.’ But the financial condition 
of the country did not permit to amend the Bill. But in 1862, the 
ninimum taxation limit was raised from Rs. 200 to Rs. 500, not on the 
jronnd that such payers were poor but for two other reasons 



ISCOMt^T^X L-W JlCC0D^T8 

while tho nuubtr o{ por«>a« fermoSi? 

of 2% wa-4 U oflhe lotil aJiuber of iocoms t« payors ^ 
they paid amounted to only 1/5 of tho wliole proceeds 
i2) tho coit of Gollwtnn of thw portion of 
higo which might be taVen aa an index to 
opprei«ioti it caused In \uku« 1 1SG3( 4'» ral» w as roducca to /• 

In 1851 =ir Charles Trctclt»>an strongly opposed tho rc^m 
of tho Bill on the graund that it might ‘hnd ieeaTld^H‘'i3j^l,H^ 
hah t of oonoiuy Ho whilo present ng the I’udgct tor I 
dasdribod the incone.taxas ‘a p. tent but Inipcrfe^fw'al 
which should be rogardei as tlio grcalTtnanc al reserve of the couti ryi 
hid on self oonploto m all us gear, ready to l>« rcimpo*ed m case 
of any new omorgency ) 

But certain financial liCRcuUies aro'>c m l8o7— 1863 In 1»70 
a deficit of a milhoa and a th rd sterfmg being np?reheDJed,rec»«rse 
to further taxation bocaaie unavodablo and the rate of income-tax 
was raised to *> pies in tho rupee or abjut In 1871 tho finatioLl 
position of the gororninent was improved an I the rate of assessment 
was lowered from 6 p os j*j the rnf ee to 5 p ts la the rupee and Ine 

mitiitnum tneoma liable to ssivs aUo raised to Rs 7^ In 

1873, the taxation minimum was again ral'cd to lU l OOO Though 
by raising the minimum taxable limit, the income tax lost part of Its 
objectionable character by be ng confined to ooroparatlrely h gh 
inoomesi yet the Bill in 1873 eip ted and was withdrawn 

Fife years later in 1318, direct taxation in the form of Licence 
taxes was lexicd and lasted tdl the year lS3o 35 But the importance of 
income tax could not be ignored and a levy of income tax was presaed 
from time to time in the legislatures lathe year 1886 goremmenl 
was faced with the heavy fiaaocial ditfleuHics due to heavy military 
expenditure and fall in exchange HoD''e out of the four courses 
iu borrowing, economy, help from the Provincial Oovarnment and 
additional taxation open to the government to balance the budget tho 
choice foil on direct taxation as it was su''p>Bd unfair to add the bur- 
den of tho poor who were the chief consumers by adding to salt duties 
or by th^B imposition of import duties Tho Indian Katioaal CongreA 
in its first meeting held m 188» also favoured tho imposition of 
direct taxation and suggested the extension of License Tax Then 
again as a result of tho fiscal policy under which a large portion 
of the indirect revenue ceased, it became necessary that a 
permanent system of direct taxation may be devised. Iho License 
Taxso far m force became an object of serious criticism and besides 
its yimd Was very madeguato and hence to place tho system on an 
b.su, a bUl was iotroducad a 
' ““ ®‘" ““ 

of I ^ 1902-3 due to the approciatious 

Government Hence 

was criticism to which it 

to the who,. Tbf"icTte'”.SS 
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practically for about 30 years and no changes of importance took 
place till the year 1916. But in that year the government was 
faced with a great financial distress caused by the European War 
and additional taxation became unavoidable. In the year 1917 
the Act was amended and many changes of far reaching importance 
were introduced. A definite effect was given to the principle of 
graduation. Rules regarding the submission of returns were made 
more strict. Revenue was supplanted by the imposition of super-tax 
on incomes above Rs. 50,000 per annimi. Yet there were fundamental 
defects in the Act and hence another Act was passed in 1918 to 
consolidate the law relating to Income-Tax. 

In 1919 the minimum taxable limit was raised to Rs. 2,000 as 
it was recognized that it were the people with lower incomes who 
were hard hit by the rise in the cost of living brought about by 
a rise in prices. Besides this excess profit duty or tax was levied on 
income above Rs. 30,000 during the year, with few exceptions such 
as agriculture, salaried employments or the income depending on 
the personal income of the earner. But this duty was met with 
severe criticism and was abolished. 

In 1921, the Government of India was faced with another 
financial deficit and additional taxation was required. This difficulty 
led to further reforms. Besides other measures an increase in the 
rata of income-tax and super-tax was decided upon The one 
important cause which led to reforms was the inauguration of the 
Government of India Act of 1919. This Act made income-tax as 
a central source and it became necessary to set up a new machine 
in order to centralize administration. As a result the Act 
of 1922 was passed which was mainly based on English 
Income-Tax system. This Act consolidated all the previous 
Acts and placed the system of taxation on a more satis- 
\factory basis. It brought about certain important changes 
such as the setting up of a Board, provision relating to appeal 
and extension of the principle of collection at som’ce. The 
determination of rates of tax was left on the Annual Finance Act. 
„ It Was purely an administrative measure as it regulated the basis, 
methods and the machinery of assessment. 

In the year 1924,25 Taxation Enquiry Committee was set up. 
It considered the question of taxation of income at a considerable 
length. It found out certain defects by carrying investigations 
and their recommendations were given effect to, in the various 
amending acts from time to time. 

Since 1922 several measures have been enacted to amend the 
law relating to incoine.tix and to make it more scientific, 
equitable and reasonable. The most important of them are as 
follows r— . 

• Act IV o! 1924- substitute tho Central Board of Revenue for 
the Board of Inland Revenue. 

Act Xl Ol 1924— provides 

(a) for tho withdrawal of exemption in rospoot of provident 
iusurancQ societies. 

(b) the taxation of associations of individuals other than firms, 
-companies and Hindu Undivided Family. 
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of atcrlicg orerseJ’^ 


Jlcl XVI ol l824-vrO''‘^C3 for tho Uxatioa 
pay receiTed la Tlnitod Kiosdoni 


scuiTeu lu uuikuu /'overQ 

Jc_l 111 ol ’ia''in'du to I0*P“‘ 


moni ol British BomlniiUona to i«otiaa 
trading operations 


nelXXH ol 1926-provJoj tot “>» oppoo^^'^ 

source of dividends paid to non.re*idouti and 
Prwy CoimovU 

itl 111 m 19I&-caoUm« mo,ccllai>coia oinonJuitol*- 

Tho Art of 10S2 OS imoioloa from ‘‘“S-Sfr 1>“‘ 

bOffioiCBlly liolus.to.yoUtwasootsoppiod Woo 
and raasoaahto and a natd (oc ti^lxtoains “P,, long 

regulations end improving the machinery for collw u> pAinoTo 
been felt and efforts wore made from tune to tinw M 
the evil , though wiUi no sue es»ful results and Juuoh ^^oat 
legal avoidance esnt nuod to be practised m spile of tli» A.i 
Act in 103 Iniinodlatcl? after hie arnsil, Sir James 
was very much tranres'cd with Iho need of a tuoroug*^^ 
reiotia of the syfloni llcnce a Oommillce w*is “PP®'*', . ,n 
1936» known as the Income-tax tntiulry Committee, - 

invest gallon into the income tax ayviom of the coim ry on 
mnic sounder and scientific has# The report of Uio 
was submitted in 1937 and as a result the Govemmeot taou*o' 
of making further amondroents into the then existing 
hence the Indian Inoomo-Tax Amendment Act of 1939 
passed This Act brought about changes of far r®AChuiff 
importance Into the system It has removed the various dctwl* 
of the system as pointed out by the Taxation Eiiguiry CoismitUe> 
and later on by the Income-tax Enquiry Committeo 193v 
and piacod the Law on a more bo onUfio basis Varioui 

tueaaurosof bttcpcnmg tbe progression and making the collection 
more efficient and tUus increa'ing the revenue have been 
adopted 


In 1939| the second World War croatod a further domand 
for funds by Govecumeat and at tunes it was thaught desirable 
to lower the mlntaiumeseaiption limit The Act was amended 
in the years t9t0, IPtl, 19U, IPll, Ifito, 1916, 1317 and 1313. 
But the cessation of hostihtios in tbo year 191S, made it posgiblo 
for the Qovernment to revise the income tax rates m new llgbA 
Fay.aa you.earn scheme was introduced in the year 1944 fho 
question of earned income allowance also received the attention 
olthe Goveenment in the year t94o 


^ statement of dfay ifi, 1945, U4 down the 

seed for f reedom of toe country and accwdingly a Constituent 
Awc^ly to set up a ConsUtutwa for the Federal Un^ oSs 




1347,tbolncoiiie.Tar Act^ 102? « A.ct XXll of 

March 1947 The lot StrinS^ » n amended m the month of 
an mwounced a new source of income under 
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the head ‘Capital Gains/ and by the Indian Finance Act of 1947 
minimiun taxation limit was raised to Es. 2,500 from Rs. 2,000 
and the rates of Super.Tax have been increased to meet the 
deficit. The exemption limit later on, by the Indian Finance 
Act of 1948 was raised to Rs. 3,000 and the rates of super-tax were 
further revised. The Finance Act of 1949 further raised the exemption 
limit to Rs. 5,000 in case of Hindu undivided family and revised 
the rates of income-tax and supertax to the advantage of the 
general.tax payers and further abolished the capital gains tax. 

No doubt the raising of the minunum exemption limit from 
Rs. 2,000 to Rs, 3,000 in case of individuals and Rs. 5,000 in case of 
Hindu undivided family is a welcome feature, but the middle 
class people who have suft'ered a lot during the war years and are 
still hard pressed duo to an immense rise in prices need more 
ssnnpathetic treatment and deserve a still higher exemption limit, 
which might have been placed in case of individuals to Es. 4,-)n0. 
The extent of one’s family responsibilities have also not been taken 
into account while determining the exemption limit and we feel that 
it is a reform which is overdue and Government will give attention 
to it in the years to come. 

By the recent amendment the Government of India has taken 
power under the Act to appoint an Income-tax Investigation 
Commission. The Commission has been appointed and has been 
charged with the duty of investigating the methods and the 
extent of evasion practised by certain persons. The appointment 
of the Commission is welcome but how far the Commission would 
be successful in minimizing the evasion of tax by awarding proper 
punislmieni: to the tax.dodgers is yet to be seen. 
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to a lawyer anting Iroin Ihe exereoe ot hb S R ) 

not paid by bis o'm dioJit ‘9 not casual receipt {Oucutta, I 1 • tt > 

•Az) Compensation for the fonniaatipn of ra^gtW agency 
IS ca'iual roooipt (Calcuffa, V 1. T C and ”fhy Council) 

^(h) A director wanted to resisn, a lump >«Tfl vnount wm 
paid to him to avoid resignation. Tb> «um pud isnotaca«uat 
receipt (Houie of l-Ofis, ip^o) 

It) Sum received by abusme<smaii as broVetage on tSio ‘"ilo ot 

imniovablo property would bo taxable although ►uch traniactloiw 
may not bo in the ordinary business of Uio as‘OB<eo and may not 
bo lepeatcd (Cliunm W Kalyen Dai, I T C •♦to) 


Tl iii excmptian of canml and nen recurfini^ mcome ii_ t9 my 
m mJ an uinoitn.-f er^mbtiOn. ~ Tbpre ii no reaton Jhy 
nr tJ not fee faxed ai ihey inc r caic lR< /o ^ m poj. 

TTii^fxm^i’oa ii oTl ini bigfi flarmc ou ^ng to the absence of diaih 
d mies ofTdxdrttfa'Tlf tlEfAtnet Unca me forTTr~n iCT^t' i tupof fUnt 

pa rt 0^ iht brit sh^axatt m iTi Onff^ f^o b e some daminii. 

tram*~Zi J^o <mri~in~ taxamg caiual mcomti, lut the ptinciple o/ 
aiilii;! to puy sKSuU ti« briacttficed on th L^ro und 
Ay? AgricuUnrat inrome. Sec 2 ( ) 

AgTienltuiaUncoine is that mtomo which i» 0 ) derive 1 from 
land u.‘cd for agricultural purposes and (n) x subject to I and 
Revenue in llritish India or IS subject to a l«oc:d Rate uSCAsed and 
collected by the olTiecrs of the Crown i e , by any authority tn 
British Indu In other words, if Land Revenue or Local Rate is 
pa d to an AuUunty outside India the oxemption does not apply. 

Agricultural income accruing or arising In an Indian Suta is 

exempted from tax unless it Is brought into or joceived in British 
India such income x, however, included In tha Computation o! 
Total locome 


EZimpln^ Income which is agricultural — 

(a) Incoms derived from ‘>oddy’ when it is received by 
actual cult vator In other word«, such incoiao received by a person 
who has not done any agricultural operation nor raised tho toddy 
troos IS not agricultural income (Madrai I T C ^ 7 o) 

(b) Profits derived by a cultivator from the sale of tho produce 
raised by him oro exempted oven if he keeps a shop for tha sale of 
such produce other than these ordinarily employed by a cultivator to 
render the produce fit to bo takon to market 

Ic) Income received by a hnd owner from tho sale of timber 
or leaf grown on Ills own but mcomo from sale of timber is 
not agricultural income (Luclnow, AppiRotc Tritunal). 

(d) JwcoHvo derived from pasturage. 

(e) Interest on arrears of rent; where agncultural rent „ .n 
jtreir and *0“™;! nhiisod on aoali aiiootj, sacU inlorcst ,5 
tioafcdaa 'AKricnltural Incomo' (Patna 1944, V R Rl tt 
arrears are aocarod by » bond uid ato rcoororablo by a oivd Sft 

such interest would not form an agriculturni ineome 
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Income which ia not agricultural 

[acome from fisheries, ferries, markets, stone q,uerries. 

(b) Income from use of land for storing purchases of crops 

by merchants. 

“TcjU-^In^me from land let out for making bricks. 

"14) Interest on Gash Loans made to tenants at the begin, 
ring of the cultivating season repayable in kinds at harvest time. 

(e) Hazai^ paid to Zamindars either on auspicious occasion or 
in recognition of succession or inheritance or otherwise. 

\,(^)^Income from royalty on a colliery or for granting permis- 
sion to take out kauken. 


(g) Profit of Sugar and Tea Factories. 

.^JW-^ncome from salt from sea water is not agricultural. 


Income which is partly agricultural 
cultural 


partly non-agri- 


(a) In case of income which is partly agricultural income 
as defined above and partly income chargeable under the head 
‘Business’ as in case of sugar companies having their own cane 
farms, in determining that part which is chargeable to income-tax 
the market value of any agricultural produce which has been raised 
by the assessee or received by him as rent in kind and which has 
been utilized as raw material in such business or the sale receipts of 
which are included in the accounts of the business shall be denucted 
and no further aeduction shall be made in respect of any expenditure 
incurred by the assessee as a cultivator or receipts of rent 
in kind. 


Market value in the above case means either (i) the value 
calculated according to the average price at which it has been 
sold during the year previous to that in which the assessment 
is made in case the produce is sold in the market or (u) where 
the agricultural produce is not ordinarily sold in the market in its 
raw state, the aggregate of (a) the expenses of cultivation, (b) 
the land revenue or rent paid for the area in which it was 
grown, (c) reasonable rate of profit as determined by the income 
tax officer. 


"In other words, the cost of production plus reasonable profits. 

- (b) Income s derived from sale of tea grown and manufachirfi 
by ^the sel ler in BSitisli India sha ll be computed as if it were income 
derive3'" "ftgffir'Business a nd 40% of such incomes shall be~deeme( 
to be iSComes, proStsajid-gaink haSe to tax, i.e.> 60^ of "such mcom< 
sha U be~treated as agricultural Inco me. ^ , < , 

VBut^ in computing such income an aHowanc e shal l be made it 
respect of tSF cost of plahting orush^s'tEftt Have iileTBf'becbmi 
permanen tly useless in an ~area alre ady " planted unless such arei 
has previously been abandone d. ~~ ~~ — — _ 

5. Income from, interest from securities held ^ by; Provi4«ai 
Fund, to which Provident Fund Act of 1925 sgjpUea jx , 'GovenSf. 
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mmt Provident Fond. o,lJJ«li«d 

il3 emp\05ee3 b? auy loc&l authatity, m aUo any cap;tM 8 

it 3 fund nmmi from tHe sale, cxomnso or tranaler 

pecurities 

9. Income of an approve! SjperaniBiation Fund 
10 Any moom.rooeivodby a) eitlier political 

ofindianbtates asteTnuaeratvOafronth# Si te'* ani (b) by 

and Trade Coinini««ionerH of foroign countries for ino t stay 
remuneration from foreign states 

IL Inoorae chuT gcable u nder th at bead **salaric2 l!-JS^ * 
Wepale'fl inftmEeF-;^ iiiw Nfn\to«o .Nfilifarr n orce or ot member 
of au Indian State Force setvaig vri th H'** MajOiaty s ForceSt auo any 
■^^tber inoomo an«ing with ml Brittsn India wn’Oh' received or 
brought into Brit.sh India by any member while the borce to which 
ho belongs la serving with Hia Majesty's forces 
c’ 12 Any income chargeable under tho head Income from pro- 
perty in respect of building, the otectian of which is besun and 
competed between the first day of April, L91(> and 31st day of March, 
19iiSboth dates (inclusive) for a peti^ of two years from the dale 
fof such oompletioD This m ellovred with a view to cneourast* 
oonstruction of houses, to solve the housing proUenv. 

The last three exemptions haae been added as a war measure 
by special nchficaticu 

13 Cominutatioa of reosions, Consolidated Compensatioa for 
death, for injuries etc —toy sum received on account of a com, 
mutatonof peasion or lU the nature of consol dated compensation 
for death or injuries is not taxable 

14 Payments received in respect of an In.«urance Policy is 
also exompted from taxation. Mouies reived under policies tosur. 
mg against loss of profits are, however, not exempted. 

15 Sum received on account of the balance standing at the 
credit of a subsctibev to any Provident Fund is also treated as 
capital receipt and as such is' not taxable 

Sec. 58 G 

' But payment out of Provident Fund or sunilar funds which 
are not recognized in terms of the Act ire, however, taxable to the 
extent of the employer's contribution and interest thereon. (Sec. 
58 Q (1) (2) 

S&Mll) 

iwoived by m lusoueo a. . mmker of tho Hindu 
" "“‘"I tho MUl mcomo 

of the family (Sec 14 (1) ) 

17. ^y profit and gams made on the sale, exchange or 
Capital assets after 31st March, 1948 and prior to 3Ut 

^ the above mentioned exemptions which are pro. 
vlded by Law, a number of other exemptions are also granted hv the 
a pow*” granted to it undw Section 60 

of the Act. Though tho powers of the Centra Qo^r^ent to 
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grant new exemptions have been, withdrawn, yet the exempt 
still continue and chief of them may be summarised as under : — 

1. The salary and allowances paid by a State in India dmiug 
the period of deputations to any person deputed by the State for 
training in British India. 

2. Scholarships granted to meet the cost of education. 

3 The allowances attached to 

(i) The Victoria Gross; (ii) The Millitary Cross; (iii) 
The Order of British India ; (iv) The Indian Order of 
Merit; (v) The Kings’ Police Medal; (vi) The Indian Police 
Medal. 


4. The interest on Government seomnties held by or on behalf 
of Ruling Chiefs and Princes of India as their private property. 

5. The yield of Post Office Cash Certificate and National 
Savings Certificates. 

6. Interest on deposits in Post Office Saving Bank. 


7. The income of University or other educational institu_ 
tion existing solely for educational purposes and not for purposes 
of profit, 

8. The salaries of the correspondent of International Labour 
Office, New Delhi. 

9. The pensions of the officers of Government residing out 
of India drawn from any Colonial Treasury or paid in United ' 
Kingdom whether such pensions are paid in sterling or by means 
of negotiable rupee drafts on a Bank in India. 

10. The interest on Mysore Dm-bar Securities. ’ 

11. Such part of income in respect of which the said tax is 
payable under the head “property” as is equal to amount of rent 
payable for a year but not paid by a tenant of the assesses and so 
proved to be lost and irrecoverable, where : — 

(a) the tenancy is bonafide ; 

(b) the defaulting tenant has vacated or steps have been 
taken to compel him to vacate the property : 

(c) the defaulting tenant is not in occupation of any other 
property of the assesses ' 


. (d) the assesses has taken all reasonable steps to institute 
legal proceedings for the recovery of the unpaid rent or 
satisfies the Income Tax Officer that legal proceedings 
would be useless ; and 

(e) the annual value of the property to which the unpaid 
rent relates has been of the year during which the rent 
was due and income-tax has been duly paid on such 
assessed income. 


(B) Partial Exemptions 

(a) income ioclnded in total insoina bat exempt from both 
Income-tax and snper,tax 

1. Any income, profits or gains accruing or arising in an 
Indian State which is not_ brought into British India or deemed to 
be received in British India, is exempted from Inoomei-Tax and 
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Super Tai unless it v8 brought into British f 

under Section 42 by reason of business connection InBritish India, 

or are taxable under section 12B by way of Capital Oaias 


(See 14 (2) (c)) 

2 The profits of a Oo-operatiTo Society other than oanikflico 
Salt Owner Soc ety in Bombay Presidency registered under the 
Co operative Sooielies Act of 1912, the Bombay Co operative Societies 
Act of 1925 or Madras Oo operative Societies Act of 1932 
' 3 Dividends or other payments received by the members out 

of Buch profits 

Profits of the Co operative Societies in the above case do 
not include (a) any income, profits or gains from investments m 
securities of the Central Government or of the Prov no al Gover^ 
ment or on debentures of a Local Authority or of a Company (b) 
or meome from property held by the sociotj under Section 9 of 
the Act (o) divideade received (d) income from other sources 
under Section 12 

4 In ca^o the assessoe is a partner of an unregistered firm 
notaiwiUbe charged m respect of any portion of his share in 
the profits and gams of the firm on which tax has been paid by the 
firm 

A noiuiesdeat partners ahare of profits from a registered 
firm, who e share is taxed in the hands of the firm under the 
second proviso to Sec 23 15) (a), is also to be treated m the same way 
in connection with the assessment of tho non-resident partner 

Similary a member ot an association of persons other than 
Hindu undivided family, a company or a firm IS not refuted to pay 
tax on that part of such income as is received by him from such 
association, provided It has been taxed m the bands of the assessee 
Sec 14 (i) (a) (b) 


Ibl Income exempted from Income-Tax but not from 
Super Tax and included in Total incom e . Secs 15, 16, 58F — 

1 Any sum pad by an assev’^ee to an insurance company 
In respect of an insurance or deferreJ annuity on hie or hot own 
life or on the life of hla wife or her huabanJ, or in case the assessee 
IS the Hindu Undivided Pamliy on the Ufa of any male member of 
the family or of the Wife of such member, shall be exempt^ from 
Income-tax Bat the annual premium Bhould not exceed 
ot the Capital sum insured excludmg any bonus additions iSeo la 

(1)UU3)1 

2 Any sum deducted from the •salary payable by or on 
behalf of tho Crown to any indivdual being a sum deducted m 
accordance with the conditons of hia servee for the purpose of 
securing him a deterred annuity or of mahmg provision for his 
wife and children provided that tho sum so deducted shall not 
exceed the salary, IScc. 7 (i) Second Provito] 

3 Oo.itiil«t oi.. » providoal fond mndo by both 


Includes only salary is such ex lading any other banpn^ ^ 
included la the taxable salary e g iimsy falCe of i wluoh are 
lSec.5S¥(l>l ‘Mwwy value ot rent free quarter 
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4. Contributions made by an employee to a provident fund 
to which the Indian Provident Fund Act of 1935 applies [Sec. 15 (1) ] 

5. Contributions made by an employee to an approved super, 
annuatiou fund [ Sec. 58 R ] 

The total amount exempted under the above five clauses shall 
not exceed one.sixth of the total income of the assessee (before 
deduction of the allowance for earned income) or Rs. 6,000 which 
ever is less. In case of Hindu Undivided Family, however, the 
limit is raised to Rs. 12,0 iO. But in calculating the total income 
for this purpose, in case of a member of a recognized provident 
fund, only his contribution (and not of his employers) to the fund 
is to be included [ Sec. 15 (3) ] 

, 6 Interest credited on the accumulated balance of an employee 

in a recognized provident fund provided it does not exceed 
one.third of the employee’s salary for the year and the 
prescribed rate (which is at present 6% per annum.) f Sec 5 8 F (211 

7. Interest on tax free securities of the Central Government 
[ Sec. 8 second proviso ] 

At the same time interest on the tax free securities of the 
Provincial Government would not be taxable in the hands of the 
assessee but the corresponding tax shall be payable by the Provincial 
Government [Sec. 8 Third proviso. 1 as for the purpose of the 
assessee the securities are treated as those of the Central Govern- 
ment ^ 

Sura received by an assessee on account of salary, bonus 
commission or other remuneration for services rendered or in lieu 
of interest on money advanced to a person for the purposes of his 
business provided such sums have been paid out of profits on which 
income tax has been charged in the hands of the payer, 

— ’ 9. In case of a firm which has discontinued his business, 
profession or vacation such parts of the profits or gains as is 
proportionate to the share of an assessee in the firm at a time of 
such discontinuance if income tax has been charged at any time 
under the Indian Income-Tax Act, 1918, or of an assessment has been 
made on the firm in respect of such profits or gains under Section 25 
(l) of the Indian Income-tax Act of 1922. 

(c) Income included in total income but exempt from 
Super-tax but not from Income-Tax : — 

The income of an investment trust company which is derived 
from dividends paid by other companies which have paid super-tax 
or which will pay super.tax in respect of their profits out of which 
such dividends are paid is exempt from super.tax. 

For this purpose an Investment Company means (a) a company 
whose principal business consists in the acquisition or holding of 
investments in stocks, shares, bonds, debentures or debenture of other 
companies or in securities issued by public qgmpanies ; (b) It is not 
a company formed f or'the purposes of acquiring or exercising control 
over any other company or a group of companies, (q) It is a 
company which is deemed under clause (b) of the explanation to 
sub-section (1) of Section 23 A of the Income Tax of 1932, to be a 
company in which the public is substantially interested, i. e. shares of 
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Buch a company (not being aharea entitled to a 

whether participating or otherwise) CU to So nnbSi 

the Tot ng power, have been uncoadittonally aUotted » the puQii» 
and are so held by the public at the end of the previous y®" 

Sares must be freely transferable by holders to other members of 
the public 


/ (d) Exemption on account of donations for cbanlable 
puipoies(see 15 B) — 

(1) The tax shall not he payable by an as^essee m respect of 
any sums paid as donatvsns to any institution or fund i. “ 

establish d in British India for a charitable purpose ana wlucn is 
approved by the Central Qovernment foe this purpose 

(i) Provided that the total of the snms so paid is not less than 
two hundred and fifty rupees 

(u) Provided further that In the case of a company this shall 
apply only in respect of iacome.tax and not m respect of any super, 
tax payable by iL 

ExpUnoiion In this sect on ‘charitable purpose’ Includes rdiet 
to the poor, education, medical relief and the advancement of any 
other obiect of general pubUo utility 


(i) The aggregate of any sums exempted under this section 
shall not exceed— 


(a) one twentieth in the case of a oompany, one tenth m 
any other case of the osses^ees total income as reduced by any 
portion thereof exempt from tax under any other provision of this 
Actor 

(b) two hundred and fifty thousand rup'bes, whichever is less 
(3) The amount o> which the tax payable by an assessee 

reduced on account of an exemption under this section 'hall not In 
any cose exceed half the amount in respect of which the exemption 
IS aliowoo Under this section. \ 


Uluitiation 1 


r amounting to Rs 27J3B0 during the year 

n, tjfou V e«iPPt from tax He has donated a si^ of 


Solution — 


statemesit of as income 

Total income 

Less the amount of donat on (allowed) 

Taxable Inoome 

Exempted Income 

A a Inoome on which her IS 1 able to pay 


Ks 

27,000 

3.350 

34, 450 

R*. 1,500 
Rs 22 9o0 
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A’s income on. which he is liable to pay super,tax Rs. 34,450, but 
as it is less than the mLnimum taxable limits, vi?. Bs. 25.020, he 
will not be required to pay any super tax. 

Note — Rs. 4,000 being a donation to a recognized charitable 
institution is exempt from tax but only to the extent it does not exceed 
i/io of the total income as reduced by exemptions under any other 
provision of the Act i. e. Rs. s7)Ooo-R’. r,5oo— Rs. 25,5oo, incotne 
i/io of which shall be allowed as exemption under donation and not 
Rs. 4,000. 

Illuatration 2 

A company made a profit of Rs, 1,00,030 during the year of 
which Rs. 20,000 was received from, agriculture. During the year 
the company donated Rs. 20,000 to Poor Relief Fund wh ch is recog- 
nized by the Central Government. Asertain the income of the 
company in respect of which it is liable to pay tax and super.tax and 
also the amount of allowable donation. 


Solution •• — 

Bs. 

Company’s income (total) 

1,00,000 

Less agricultural income (not liable to tax) 

20,000 


80,000 

Less the amount of donation (allowable) 

4,G00 

Taxable Income 

76,0r,Q 


The company shall pay income-tax on Rs. 76,000 and super-tax 
» onRs. 80,000, as donations of recognized institutions cannot exceed to 
l/20th of the total income, minus the exempted income ( viz- Rs. 
100,000, Rs. 20,000) 

The exemption under this head in oase.of a Company is allowed 
in respect of income-tax only and not in respect of super.tax. So the 
Company shall pay super.tax oh Rs. 80,000. 

Example oa clause (3) above. 

Illustration 3 

A*b income from a registered firm of which he is a partner is 
Rs. 1,00,000. He has' no other source of income. He has donated 
a sum of Rs, 12,000 to Kamala Nehru Hospital, Allahabad, which 
is recognized hy the central government. Find out the amount of 
donation exempt from tax and the amoimt of tax payable by A for 
the assessment year 1348.49. 


ASSESSMENT OF A 
Income from Business 

Less the amount of donation (1/10 of Rs. 1,00,030) ... 


Rs. 

1,00.000 

10,000 


90,000 

4,000 


Less earned Income allowance 
Taxable income 


• t* 


86,000 


6 


iscoME Tix & iccoxjNra 


Income Tax ea Bs. 86,00& 
Super.Tax on Its 90,000 

Total Tax 


Its. a. I 
... 24,125 0 

... 17,031 4 


TAX payable without EXEMPTION OF DON.KtlOH 


Ra. a. p. 


Income Tax on Rs. 96,C00 

... 27230 0 

0 

Super Tax on Rs. t,00,OCO 

... 21,033 12 

0 

Total Tax 

... 48/143 12 

0 

Total Tax payable without exemption 

.. 48,343 12 

0 

Total Tax payable otherwise 

... 41,156 4 

0 

Tax reduced on acoountof oxetnpUou 

... 7,187 8 

0 


But the total Tax ledaeedoa ao-'oontol exemption ander IS R 
auaot he Tnoie than \ ot the amount of donation which here 
comes to (I of Rs. 10,000} Bs. 5,OO0. 

Hence A ux addition to Re. 41,156.4.0 will be required to par 
Rs 2,181 .8.0 more (Ra 7A87.5.0— Re 5.000). 

The total tax parable by A would be Rs. 41,156.1.0 plus 
Ra.2,l87J.t,*-Rs. 43,14312.0 
lllttitratioo 4 

K P. Acharya a homeopath has his income from the fi^lowmg 
■marcea • 

1. * Interest on hxed deposit With Central Co.Dperatire Credit 
Society. 

2. » Half shore m the pro&te of an uniesistered Orm Ra. 800. 

3. • Income from homeopathic practice Rs. 5,000. 

4. > Fees as ea exaonaei Rs 200. 

5. •Interest from tax free proxincial Qovernmcnt securities 
Rs 1,500. 


6. Share in the income of the undivided family Rs. 2,000. 

7. ■* Salary income from part tune work in an ofSoe Hs. 1,0M. 

8. Income from Poet Ofhee Savings Bank Deposit Rs. jq 

9. Fee for refereeing a match as an amateur Rs. 50. 

10 He paid life Insurance premium Rs. 1.10‘'tf on a Pni.ev 
P>raH.brh.n. 

Solution 
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statement of total income of k, p. aghabya 


Rs. 

1. Income from Salary ... 1,000 

2. Interest from Securities (Tax Free) ... 1,500 

3. Income from Profession ' ... 5,000 

4. Share of income from an unregistered firm ... 800 

5. Examination Fee • ... 200 

6. Interest on fixed deposit ... 500 


Total Income Rs. 9,000 

Income not liable to Income Tax 

Interest on Tax free securities Rs. 1,500 

Life insurance premium (allowed to the extent 
of 1/10 of the capital sum assured, ». e. 

1/10 of Rs. 10,000) Rs. 1,000 2,500 


Taxable Income 


Rs. 6.500 


1948.49 

Tax payable at the average rate of 15| pies 
per rupee on Rs. 6,500 

N. B. I. Average rate of income-tax on Rs, 
as under : — 

Income tax on first Rs. i,5oo in the rupee Nil 
„ „ next Rs. 3, 5oo @ ./ if ’ Rs. siS-is-o 

@ '/s, 


? 51P..S.0 
9jOoo is caladated 


}f 

7i 


Balance Rs, 4,ooo @ •I 2 !^ 


Rs. 5 o 0 ‘O o 


Rs, 718 - 12-0 

-Average rate = ^ i3 j pies. 

9,000 

For 1949-50 

N. B. 2 . Average rate of ijicome tax on Rs. g,coo is calculated 
as under : — 

Rs. a. p. 

Income Ta.x on Rs. 2,5oo (salary and interest on 199 10 5 

Securities) of total income tax on Rs. 9,000 

9,000 

according to the rates specified in the Finance Act 
1948. 

Income Tax on Rs. o,5oo (remaining income) 434 7 5 
of total tax on Rs. g.ooo according to the rates 

9,000 

specified in the Finance Act, ig-Jg »■ ■ — 

634^1,10 


Average rats =. 13*528 pies 

' 9,000 

Tax payable at the average rate of i3‘5i8 pies 
per rupee on Rs. 6,5co 


4^-133 
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I The qucJtton 0/ earned income Has teen isnoreJ in the ahoie 
caIculotion« 

s Share 0^ income a/ l/ndiv/ded FaniiJy and InU'ett on 
Post Office Savinsr Bdnlc Depat t are complete exemption and are 
ihere/oTC, treated as “Wo Income" and ar sttch have b^en excluded fram 
the computation of total income 

3 Fee for refereeing a ma ch at an amateur tj casual Income 
and therefore, treated as 'no income * 

4 Share of p ofit from unteguiered ^rm it usually tdx free 
though included in the total income, but os no income tax been paid m 
this case by the firm'sincome os the local income being only ^ 1,600 
and IS below Rs Sfioa as such It uttU be tax'd (n the hands of 
Mr Acharja 

5 Income Tcatved on ^xed depones with the co opcratli« society 
IS taxable Only the profits of the society are tax free (vide page 
13 and i4 

6 Fee as an examiner is regular income and is therefore 

taxable ' 
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RESIDENCE AND BASIS OF TAXATION 


Income Ariaing Outside British India 

(i) Accrual vs. Remittance Basis 

Before the passing of tlio Income-Tax Amendment Act of ’939, 
income earned abroad but not brought into India was not liable to tax. 
This had an adverse effect on the suppi 7 of capital in the country and 
coasenuently acted as a check to the investment of resources into our 
industries. As whenever a person residing in India earned an income 
abroad, ho was tempted not to brmg that income into India and was 
naturally anxious to invest it outside India with a view of evading tho 
tax. But now .«ootiou 4 which introduces tho ^accrual basis of taxa- 
tion* of foreign incomes as opposed to ‘Romittanco Basis’ which was 
in force before the passing of tho new Aot provides a very important 
piece of reform in tho Income-Tax Legislation. 

Residence determiaiag the basts of taxatioa — Sec. 4 A. 4 B. 

Liability to income-lax under the present Aot is determined on 
the basis of residence and hence .issos.seos have been divided into 
throe distinct heads 

(<i) Porsous not resident m British India (Non. residents) 

(b) Pcr.‘"ons resident but notordiuary resident in Britisli India and 

(c) Persons rosidout and ordinarily resident in British India. 
Each of thoso olussos aro charged on a dilforent basis aud are defined 
as follows : — 

Individuals 

An individual is said to be a resident i n British India, in any 
year, which means a resident but not ordinary rosidentrif ho "satisfies 
any of the following conditions : — 

(i) ho is in British India for 182 days or more in that year, or^ 

(ii) he maintains a dwelling place in British India for 188 days 
or more and is in British India during the year for any period, 
however, short, or ^ 

(in) he is In British India for a period amounting in all to more 
than 365 days in the four preceding years and is present in British 
India for any time, however short during that year, otherwise than on 
casual visit, or 

(tv) he is in British India for any time in that year and the 
Income-Tax Officer is satisfied that such individual having arrived in 
British India during that year is likely to remain in British India for 
not less than three years from the date of his arrival. 

It is very significant that an individual in all the above cases 
must have been present in British India even for a day in a particular 
year before he can be said to be a resident. Therefore, if an indivi • 
dual remains outside India for the whole of the Fiscal Year from 
April 1 to March 31 ; he would bo regarded as a uou-rosideut and 
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can, m no circumslanoes, be a resident whatever connecUons he may 

have during that year 

RfiidcntandOtanary Reililent 

Aji Individual to he called as resident and ordinary Tcsident raU3t 
satisfy the following two further conditions m addition to any ono ot 
the four conditions mentioned nbova — 

(0 if ho has been m British India for periods amounting m all to 
more than 2 years during the 7 preceding years ; and 

(u) has been resident in India for at least 9 out of tho 10 proccd. 
lOg years 

¥rom the above it is clear that both these conditions must be 
fulfilled, if any of them remains unfulfilled, an individual cinnot be 
taxed as “resident and ordinary resident’* In other words, for ordi. 
nary res donee, technical residence alone deterniined on tho basis of 
above four conditions la not enough but phyaical presence also during 
preceding seven years is necessary At the same tune physical 
presence, however long cannot «olvo Uie problem, there must bo 
technical residence for 9 out of 10 yeara For example if an indivL 
dual remains completely absent from British India for two fiscal years 
(ipiiljltoMarclvilh his etatus ot "resident and ordinary rasjdonl 
wiU be destroyed 
Other Bodies 

(i) Bleda Uodttided Faolly wiU bo treated as non.resideut 
if tho control and management of its affatrs is situated wholly outsulo 
British India. 'In other words, if the control and management of 
Its affairs 13 situated either partially or wholly in British India it wiU 
bo treated as 'resident and ordinary resident * 

(u) Acunipaas isarosidsat of British India (aW the control 
and management of its aSairs is situated wholly m Bntub India m 
that year or th) if its income accrumg m British India m that yoar 
exceeds its income outside British ludia While calculating inooiuo 
for this purpose, income chargeable under the head 'Capital gams* is 
to be excluded. In other words, if even a part of the management is 
situated outside Briti«h India &e company would be treated as non* 
resident provided its Indian income does not oxcoed foreign income 
Residence in case of a company means ordinary roidence 

(ui) Partaettblp liras attd other atsoclatlcu ot persons — 
a firm would be a resident, which means ordinary resident as well 
unless tlie control and manageincnt of its affairs is situated wholly 
outside Bnt.sh ^dia. In other words, if the rnanasement of n firm 
or usEOCiation of persona » partly aihiated in British India and partly 
outsulo British India tho firm as against a oompany shall not bo treat^ 
as a noa-rosident, eg,n foreign firm had a branch la British India and 
was manag^ by a resident partner the firm is resident because the 
control and managemcat was not wholly without British India 
(Mffortfr xg<?, i 7. Rj 

pere Is a significant difference between the Ueatment in the 
definition of a firm and a company If in both cases tho control and 
management of uffars IS situated wholly ouUule British India b..t if 
their Indian uicomo exceeds the foreign income, the company, on that 
score would be treated as a ‘resident and ordinary resident, while a 
firm would bo treated as, non resident and, woull be taxed accordingly. 
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llluatration 5^^ 

Determine tlie Status of on the basis of 
details : — 


I^te of Arrival in British India 

-1 rr mno 

Date 

X/0C* XD} X^iwO “ ' ' — 

tQOQ 

^ June 

OO -lf\OA r\ , 

ou. AiOf -XVOXJ •• — * 

UOE. 

X>^6C« Xj XvvX" ■ ^ 

A i *1 no ,1 — 

Feb. 

In - ■ ■ ■ — 

— Dec. 

Xv/j XvOv) 

1 jr -innr* 

— Feb, 

"VT 

^w\lIX0 XDj Xt7v 1 

1 lQ/4n - 

rfov. 

luarcu Xj 

Tin 1 1 0 f1 

— Sept. 

-T>. 

J^li. Xj Xa^X* 

TV/rafnK 1c; 'tQAA - 

^ Dec. 

- "VT 

XMarCu XO^ Xa^^ - 

Feb. 10, 1946 

■' JNOV. 

April 


the following 


of Departure 
15, 1929 
15, 1929 
15, 1930 
15, 1932 
15, 1934 
10, 1937 
15, 1938 

30, 1940 

31, 1943 
15, 1945 
30, 1947 


Soltition 


F iscal Tear 

ATxv of 


y 

days stayed 

Status 

'1928-29 

106 

Non-resident 

1929.30 

213 

Not ordinary 

^0.31 


resident 

198 

Do. 

/r931.32 

76 

Do. 


1932.33 

NU 

Non-resident 

1933.34 

Nil 

Do 

.^1934 35 

258 

Not ordinary 



resident 

1935.36 

Nil 

Non-resident 

I936.37 

276 

Not ordinary 



resident 

4937.38 

289 

Do 

4938.39 

^39-40 


Do 

31 

Not ordinary 


resident 


Reasons 

Stayed for less than 
182 days. 

As he has stayed for 
more than 182 days in 
the year. 

Do. 

Though he has stayed 
for less than 182 days 
here, but has stayed 
for more than 365 days 
during four years end- 
ing 31st. March, 1931. 
As he has not been in 
British India even 
for a day. 

Do, 

As he has stayed for 
more than 182 days in 
this year. 

As he has not been in 
British India even for . 
a day. 

As he has stayed for 
more than 182 days in 
this year. 

Do. 

Do. 

Though he has stayed 
for less than 182 days 
hare but has stayed for 
more than 365 days dur. 
ing four years ending 
March 1939. 
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iscal Ko. of SUtus Roasons 

ear d^s stayed 

)40,41 271 Do. As ho has stayed for 

tnore than 182 days m 
this year 

.941.42 3G5 Do. Do. 

.9i2.43 263 Do Do 

L943.41 291 Do Do. 

1^44.45 363 Ordinary As ho is a rosidcnt lu 

resident this year because he has 

stay^ for tnoro • than 
182 days and in addition 
as he IS a resident for 
Stout of 1" preceding 
years os also he has 
stayed in British India 
for a period amounttng 
m all to more than 2 
years dunng the seven 
preceding years, ho 
becomes an ordinary 

m5.« j;8 D. Msxitnt- 

««« 555 K R°- 

U" H»to W.rMid.nt 

becouio of the fact that 
ho has staged lu British 
fudta for a period ox* 
ceodmg 36S day s during 
preccdiiig four 
years. At Uio saiuo 
time 03 ho satisfies the 
two conditions vit. ho 
has been a resident fur 
all the ten years out of 
Iho ten preceding yeati 
and has stayed in Bri- 
tish India for more 
than two years during 
the seven preceding 
years, ho becomes 

llluitralion 6 ordinary resident. 

in British India Indian State has his home 

British India m any rear f™/ a man visits 
regarded as resident but nni* however, short, he shall be 

IUu“imS7 * 

An indiTtduJ came to Brit ati leo 
;UymBfotfot.tyeat.u,Btit»!,S.!,“ „ amen year, ago, after 
tor foor moiUlu and fitoroftcr blrf. o» leare 

the post on which ho was tct.S Ho iootl 
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ordinary resident because ho has not been xosident for nine out of 
ten preceding years though, he has stayed in British India for a 
period of more than two years in the seven preceding years. 

Illustration 8 

A merchant maintains an ancestral home in British India and 
is serving in U. K. He reguUrly visits his home for three months in 
every year. He is a resident though not ordinary resident as he has 
not stayed in British India for more than two years in the preceding 
seven years. 

Illustration 9 

An employee of Tata’s after serving with them for a period of 
twelve years went to England on nine months leave in the month of 
May .946. He will be a resident and ordinary resident for the fiscal 
year -946-47, as he, after nine months, came back to India in January 
1947 and therefore he is a resident for the period and in addition 
satisfies both the conditions required to make him an ordinary 
resident. 

Illuitration 10 

A person has worked as a Principal of a College in British India 
for a period of 20 years, after which he retires and goes to England in 
April 1940 and again came to British India in February 1943 with a 
view to take up the appointment as the Director of Education. 

Analyse his position on the basis of residence. 

Solution 

Position in 1942.43 

(i) he was not in British India for 182 days. 

(if) he did not maintain a dwelling house. 

(iff) in the four preceding years, he was in British India 
' for more than 365 days, and is in British India in this 
year for two months otherwise than on casual visit as he 
ias come to take up an appointment. 

Thus he would be a resident. How we should see whether he is 
an ordinary resident or not. 

(i) Whether he is resident for nine out of ten preceding years — 
yes, as he left India after 20 years of service in April 1940, thus 
staying in this year (1940.41) at least for a day, while remaining in 
India for more than 365 days in the four preceding years, he was a 
resident prior to 1941.42, the only year when he is not a resident, in 
the ten years. 

(ii) Whether he is in British India for periods amounting in all 
to more than two years in the seven preceding' years — yes, as he is 
out of India only from April 1940 to Feb. 1943 i. e., about 2 years and 
10 months in the preceding seven years. Evidently he has stayed in 
India in the preceding seven years for more than two years. 

Hence he is a resident and ordinary resident. 

Illustration 11 

A limited company having its head office in England carries on 
business in India as well. During the year 1944.45, its income is 
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R, 5,00,00»»Urflin=Iud«.»ol»dilin'Ol»mi><.i lU. Stilo 

wLthe; Ibis company would b. tasd as resident or o llM.M. 

Tl!roonttolotitimanasemeiitiBsitiulod outs Jo 

and oa that score, if mcoma la ignoreJ, it will be “ 

companj But as its Indian income exeeds foreign income, it will be 

tax^ as resident 

Had It been a case of a partnership firm, the firm would hare 
been treated 4 s a nonresident as its management u wholly situate 
outside British Indu 

Dssis ot Tuatloa to case otBetUeot ohd QOtt.r(sUeDts*~ 

Sec. 4(1) (a), w (4) 

A. Non.resIdeat 


A nonresident u charged on incomes accruing arising or re* 
ceived in British I^ia, whether or not he remits the income to British 
India. In other words, he pajs tax only cn Indmo meomo . 

B. k Betldeal bat ant ordlaici tetUtot 

Such an assessee pays tax on the following incomes •— * 


(0 Indian Income. 

(it) Uenutted foreign income i. e., income sent to British India- 
(ii!) Bnremitted foreign income aTlsing abroad from a bnsuies* 
controlled In British India or from e business conltoUcd la Indian 
state, or darwed from a profossioa setup in British India or laiios 
State m excess of Rx. 4,S00 (exeludiag any income accruing or arising 
in Indian State from a busmens set up or oonrolled la India, which i> 
to be included in the total income for the porposes of dotormioing 
arerage rate but is otherwise exempt) 

0. Besldenl sod ordiaarj resldeot 

(i) AH Indian meomo 

(ii) BorcigD mc-.)me if it u brought m British India. 


(ui) AU uacemiUed foreign income in exoess of lU 4,^Q (oxclud- 
iug any income accruing or arising m Indian States 
which IS to be included in the total income for purposes 
of deteriuialng aTcroge rate but is otherwise exempt.) 
Explanaiion— Sec 4 

(1) Income, profits sod gains ansiug or accruing without British 
India shall not be deemed to be reoelved la or brought into British 
India for above calculations by reason only of the fact that they are 

tahen Into account ui a balanoe sheet m British India. 

(2) Salaries earned if payable la British India and not being 
pension payable Without British India, shall be deemed to accrue or 
ansa in British India, whetayet the payment may be mads. 

A dwakad paA watslde BntVih Ind^a sh;^ be deemed to be 
income accruing and arising in British India, if it la paid out of profits 
subject to income-tax in British India. 


(4) If a husband is son-resident m British India, lemittasccs 
received by his wife resident in British India outof any part of 
husband’s income which is not ioduded in his total income shall ho 
deemed to be income accruing in British India to his wife 
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IlluBlration 12 

A being an individual has the following incomes : — 

(i) Es. 2,500 accrning in British India. 

(ii) Es. 7,000 earned outside British India from property and 

investments out of which Es. 5,000 were brought into 
British India. / 

(iii) Es. 10,000 earned abroad from a business controlled in India 
from which Es. 3,000 are brought into India. 

-Find out the taxable income if the assessee is (a) ordinary 
resident.; (b) a resident and not ordinary resident ; and (c) a non, 
resident. 


Solution — 

(A) As an ordinary resident 

(i) Accruing m British India 

(ii) Eemitted foreign income 

(iii) Unremitted foreign income in excess of 
Es. 4,500 


Es. 

2.500 
8,000 

4.500 


Total Es. 15,000 


(B) A resident but not ordinary resident 

Rs. 

(i) -British Indian Income 2,500 

(ii; Eemitted Foreign Income 8,000 

(iii) Unremitted foreign income from a business 

controlled in India in excess of Es . 4,500 2,500 

Total ' Rs. 13,000 


(C) A non-resident 

British India^Income Rs, 2,500 

illustration 13 

An assessee has the following income in the previous year. 

(1) Income arising in British India Es. 12,000 

(2) Income earned from property and investment in Egypt 
Es. 8,000 of which Rs. 3,000 is received in India. 

(3) Inconio derived from business in Egypt (business being 
controlled m India) Es. 7,000. 

(4) Income derived from Gwalior State from business Rs. 15,000 
of which Es. 5,000 have been derived from business controlled in 
India. 

(5) A sum of Rs. 5,000 has been earned as salary in Rewa State 
of which Rs. 1,000 has been brought into British India. 

Find out the taxable income of the assessee if he is (a) an 
ordinary resident (b) a resident but not ordinary resident (c) a non- 
resident. 

4 
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Rettdeal and ordinarr r«»idenl 
Statement of Taxablo Incorao 


2 

3 

4. 


Inoorao aiisins m Briti-ih I»iia 
Remitted foreign Inoomo (including Rs. 1,000 
state income) 

State Income (unremittcd) 

Unremitted foreign Income 
(0 Income from Property m Egypt 5,000 

(u) Income from Business (controlled fn 

India) in Egypt 7,000 


12,000 

4,000 

19,000 


In excess of Rs 


12,000 

4,500 


7.500 


Total Income 42,500 


Exempted Income . 

unremltted State Income 19,00t' 

Here the asse^see sHall pay ux on R« 23,500 at the areroge 
cate of tax appUcahU to Us- 43,500 

1, For the purposes of ordinary resident the income arviM 
m an Indiaa State either from the hnsmcss contrched or not Inava 
or from any other source does not mate any difference. In all tbo^ 
oases the state income from eshateeer eource dervecd eiiU he include 
in the total income of the assesseo for determining the average rate 
of tax but ehall be otherw lee axannt from tax 


(B) Resident end not ordinary resident 
Statement of Taxable Income 


1 . 

British IndlaA Income 

12,000 

2. 

Remitted foreign Income 
(Including Indiaa State income 

4,000 

3 

tTncemitted foreign Income 
(excluding Indian State income) 
in excess of Re. 4,500 

2,500 

4. 

Unremitted Indian State income) 

(from Business controlled in 



British India) 

5,000 


r Y ^ Income 23,500 

Less unremitted Indian State Inooma 5 000 


Taxable Income 18,500 

The assfiasee shall pay tax on Rs 18,500 at the arerace rate 
applicable to Rs 23,500. 

Note. Ordinarily the income arising m an Indian State is not 
Induded In the total income oI the assessee either for determining 
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the average rate of tax or for levying tax. But if it arises from the 
business controlled in India it will be included in Uis total income for 
determining the average rate of tax only and is otherwise exempt 
from tax. 

2. The question of earned income allowance has been ignored 
as the income arising in British India does not clearly indicate as to 
its sources. 

(C) NoQ-resident 

A non.resident will pay tax on the income arising in British 
India i.e , Us. 12,000 at the average rate of tax applicable to his total 
World income wbdch amounts to Rs. 47,000. 

Liability ol Non-resident 

For determining the liability and the basis upon which the tax 
is calculated, non-residents are further divided into two classes : — 

(i) British subjects (including subjects of Indian States or of any 

part of the British Dominions or Colonies.) 

(ii) All other non-residents. 

The rate of Income-tax for British nou-resident is computed by 
reference to his “Total world income” (i.e , the whole of his income 
wherever arises). But if the total world income of a British non-resi- 
dent is less than the minimum taxable limit, he will not be required 
to pay any tax. Thus, if he has an income of Rs 500 arising in 
British India and an income of Rs. 4,000 arising abroad, his total 
world income is Rs. 4,500 on which, tax would be Rs. 140-10-0 
(Rs. 1,500 nil, and Rs. 3,000 at nine pies in the rupee) and the tax 
payable will be 500/4500 of Rs. 140-10-0 which is Rs. 15.10.0. 

A QOQ.BrUlsh non-resident. Is required to pay income tax at ‘ 
the full company rate of tax, however small his income may be. Thus 
if his income arising in British India is Rs. 500 he will pay tax at the 
rate of five annas in the rupee which comes to Rs. 156-4-0. 
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BASIS OF ASSESSMENT 


Previous Year or Average of Yeare 

What -"hooid be the bas« of charging the tar is the m-Jst funda- 
mental question m our study. wheUicf the base of the tax be the 
current year, toe preced ng year or an average of years. In India 
income earned during toe prcv^as year u the basis on which tax is 
payabllm toe current year, whiTe an average of rear 4 wm a fflahira 

BrStolvfte^JS /S? ^wk*^** Pfcvioo* to the sunplication of the 
British system in 182S-27 Whatever be the bs*is. the abiitv of m 
<s rneasured by the income which ho reccifc. durin^^ 

means-toe ba«e upon wh^ a 

naturahy ladout-but it 

paying the tax does not folbw cto^elv 4 ^ tune for 

It has been computed " ® period over wh.cb 

nmy cjaS!« aa*d”it hL lotriupopSanfe^u^**!^®*®® rejected by 
efewyearsheace HowevS, it ^ *“^3? 

other methods It enable* om t.»*^n-^ 

indrfidual m » better way than wLt cw bo^aown^^h® capacity of an 
uwomc, as a busme^amaa fise, tht » «‘“elo ywr's 

extended period and not on a singU year ^ ^ living over au 

^ita own,^but it u* from* too^^^mt^of'^TOav^ advantages 

^“f^^iaejear m wh.ch the*^iK»m« 

feel toe burden of too tax sometunStwci^l^ '“Payer *ouU 

a»,<,acouiBaalol_boU> lor ieodvontas. 

and for Uio Kov.nn. Anlborit “ »ho'Jwv7i“ B'Pue" the relum 
of roturn .a dJScnlt, .1 loaTto S^J^”* tta ohnctmg 

U the basjs of too current year Thia niMh i inelhod would 

Ux the income at the earliest possib.l 'hough, it wonJJ 

ence^ and delay ,n at^ssment^ «rUm .^conTtS. 
^^Whalcver may be its adv f 

oV^-nient « that Indian 

most of toe incoavfeiuencee of u» othertvrV™ .t “ethod avoids 
It IS applicable to all Unds of mciSjUer 

tively simple and elimmatea “>aecte.^ admuiistra. 
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PrepioQS Year Sec 2 (li) 

According to the Indian Income Tax Act, tax is payable by the 
assessee on the total income of the ‘Previous Year/ which usually 
means the fiscal year '■'e.g. the twelYB months endin^g on 31st, day^of 
March next preceding the y^r to~w£ich the assessment is to bo made. 

But if the accounts of an assessee for twelve months are made 
in respect of a year which ends on any other day than 31st, March 
the assessee can adopt that accounting year as the previous year. In 
brief previous year under India Income Tax Act means any twelve 
months ending iwi'hm tivehe months immediately preceding the 
financial year. 

For example, the income of the year ending 31st March, 1946 is 
taxable in the financial year 1946-47, if the accounts are closed, say 
on 31st, October 1945 ^r Depawali 1945 it will also be taxed in the 
financial year 1946-47. But if the accounting year closes any time 
after 31st, Match 1946 i.e. some where between 1st. April 1946 to 
31st March 1947 the income of the year shall be assessed in the 
financial year 194'’-48. 

Separate Previous Year 

The assessee is allowed under the Indian Income Tax Act to 
have the separate previous year for separate source of income. But 
once he has been assessed in respect of particular source of income 
according to his choice, he shall not be allowed to choose any other 
accounting year as previous year for that source of income except 
with the permission of the Income Tax Ofidcer and that too on such 
terms and condition as he thinks fit. This restriction is intended to 
safeguard the interest of le^venue and permission to change is usually 
granted on conditions which the Income Tax OfiBcer considers 
sufficient to secure that the change does not result in any profits 
of any assessee escaping assessment. Sec 2 (11) (a) 

Previous Year for Newly Set up Busluass 

In case of newly set up business, ordinarily the period from the 
date of the setting up of business or profession to 31st day of March 
next following will be taJ^en as the previous year. In case the 
assessee’s accounts are kept to some other date, then the period 
from the date of setting up the business or profession to such other 
date shall be token as the previous year at assessee’s option. 

It may happen that such other date does not fall between the 
setting up of the business and 31st. March next following. In such 
cases it shall be deemed that there was no previous year. For 
instance, supposmg a new business is started on 1st. August 1945. 
Then previous year would be : 

(i) If accounts are kept from 1st August to 31st July then 
Accoxinting period would end on 3lst. July 1946 and hence there 
would be no ‘Previous Year’ for the Financial Year 1^-46-47 the profits 
being taxed in year 1947.48. 

(ji) And if accounting year is the Calender Year i.e. ends on 31st 
December 1945, the previous year would be from 1st. August to 
Dec. 1945. 

(iii) If ho keeps his accounts from 'March toSApril then August 
1, 1945 to March #i, 1946. Also if the assessee makes no choice 
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the previous year for assessment of 194S.47 wil! be from 1st August 
to Slst. March 1946. 

Previous year in cases where Commercial year ti not necessarily 
Calender Year 

Incases of certain communities whose Commercial year is not 
necesmrily English Calender year but is a period which expressed in 
calender months varies from year to year and in one year may be 
dightiy over tT'elve months, and in another slightly under twelve 
months and in some cases the Commercial year may even terminate 
in the month of April, the commissioners of Income'll ax have been 
auinonzed to determmo as the previous year in the case of any 
person or business, 

(a) s TOinmarcial year consist ng not loss than eleven months and 
not more than tliirtoen months 

that 3?thAprir"“'^’^®'‘'' year but not lator 

Previous Year and a Partner of a Firm 

When the assos^eo is a partner of a firm the previous vear In 

I “ respect of his income from other sources he can hava 
separate previous year. I See 2 (11) (o) 1 ue oao u»*<j 

Slab System Vi. Step System 

progressive rates to successive slieeanf it j “PPheation of 

of m»«, t« ?U miss ItoT. ““ ’llS 

Grades of income i,„, , . » • 

2,01)0 to 4,999 oor olutgo. 

5.000 to 9,099 ® P‘®3 

10.000 to 14,999 

15.000 to 19,993 i* 

20.00 0 to 29,999 

30.000 to 39,959 P’®** 

40.000 to Si9,999 23ptos 

1,00,000 and above “1 

26 piBS 

the percanUgo 

sharply from one figure to another— from n i ‘“come tax stops up 
per cent to 47 percent a^ ^ on ^rom S'l 

percentage moves up not mjnmpa but System’ the 

mcome pushmg the Percenlago up ^ 

more equitable. The 'dab* system slightly which is clearly 

itprovides effective rates of ^t«^t^^,^P‘*®ercat advantage that 

jumps as total Income inoreabos, *"“7 increase without sudden 

rates rests w^th^CrnTtrirG^eiSaonfand^a'' *"“ charged at 

Finance Act. The hicome t« StS on fhf ^® 

as fixed by the Indian Finance Act, 1948 are L ^d« system 
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For individuals, unregistered firms and Hindu Undivided families 
and Association of persons other than companies : — 

First 1,500 Nil 

Next Rs. 3,500 One anna in a rupee 

Next Rs. 5,000 Two annas in a rupee 

Next Rs. 5,000 Tiiree annas and six 

pies in a rupee. 

Balance of Income Five annas in the rupee. 


No tax is payable on incomes not exceeding Rs. 3,000, for incomes 
just above Rs 3,000 the tax is restricted to half the excess of the 
income over Rs 3,000. 

The Income tax payable on the total income as reduced by the 
allowance for earned income shall not exceed either : — 


(a) a sum bearing to half the amount by which the total income 
(before deduction of the earned income) exceeds Rs. 3,000 the same 
proportion as such reduced total income bears to the unreduced 
income ; or 

(b) the income tax payable on the income so reduced at the rate 
sepecified in this schedule, whichever is lower. 

As may be noted on the basis of above rates under the step system 
an unreasonable position arrives at the point on the scale of incomes 
where the rate of tax jumps from one rate to another unless some 
special relief were given. Thus an income of Rs. 4,999 would at 6 
pies suffer a tax of Rs. 156/4/- whilst an income of Rs. 5,C01 would, at 
9 pies in the rupee pay Rs. 234 as tax, so that the penalty for having 
I<s. 2 as extra income would be Rs. 78 as extra tax. This unreasonable 
result was avoided under the old system by providing that for incomes 
just above the points in the scale where the rates changed,' the extra 
tax payable should not exceed the extra income itself. Even this, 
however, 'did not eliminate the inequity and whilst an income of 
Rs. 4,999 paid only Rs. 156/4/, (excluding surcharge) an income of 
Rs. 5,10J paid Rs 239/1/, and hence the assessee for an increase of 
Rs. 101 in his income is required to pay an additional tax of Rs. 82/13/. 
(Rs 239/1/0 minus 156/3/0), which evidently is very unjust. Similar 
large jumps ocoured at other points of change as well. This inequity 
no longer exists under the ‘Slab’ system in which the tax payable 
increases gradully as the income increases e. g. incomes of Rs. 4,000 
Rs. 4,500, Rs. 5,000, Rs. 5300, Rs. 5700 would pay respectively 3.9 
per cent, 4.1 per cent, 4 3 per cent, 4’9 per cent, and 5.4 per cent, as 
against 3 4 per cent, 3.4 per cent,. 3.4 percent, 5'1 percent, and 51 
per cent respectively under the ‘Step system.’ No doubt the assessee 
under the present slabs is required to pay a higher percentage of tax 
as compared to what he paid under the step system but this in no way 
makes the slab sytem unreasonable as it is a question depending on 
the requirements of the Financial Exchequer. 

Formerly life insurance premiums were not taken off the total 
income to arrive at the rate of tax chargeable though tax was not 
charged in respect of the premimns so paid. Thus, a man with an 
annual income of Rs. 11,000 who paid Rs. 1,500 in premiums paid tax 
on Rs. 9,500 at the rate applicable to Rs. 11,000. This did not, work 
very fairly under the ‘Step’ system because in the example given, had 
the net income of Rs. 9,500 been the total income it would have been 
liable at only 9 pies in the rupee- but now as the total income is 
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Bs ? 10 £) 0 , which faUsjD the third step, taxon Rs 9,500 wa-i to be 
pa d at the rate appropriate to Rs. 11,000 (i e at one anna m the 
rupee) But under the ‘Slab’ system tax u to be calculated at different 
rate under different slabs and relief for insurance premiums to bo 
given on the average rates, the atiaosses does not suffer any Jo«s 
because of the inclusion of insurance premiums, as In caso of ‘Step* 
system Although this mvotvas more calculation under slab system 
yet it works fairly because, the average rate moves up gradually as 
the income gets larger 

The present rates of tax, as fixed by the Indian Finance Act, 1919, 
are as follows — 


First 1500 
II ext Bs. 3,500 
Next Rs 5,000 


Balance of mcome 


m 

9 pies in the rupee 
one snna and nine 
pies in the rupee 
Three annas and six 
pices IQ the rupee 
Five annas In the 
rupee 


Income juti exceeding Rt4 3,000 

In the above scale of rates proTuion la made for restricting the 
tax payable m cases where the income exceeds Rs 3,000. to h?Jf the 
excess of the income over Rs 3,090. Thus without this provision tax 
* on Rs. 2,999 would be nit, whUst tax on Rs 3,001 would be diarged on 
Rs 15ul atone anna m rupeei.c.Its.93/13/«for the assessment year 
191149 and Rs. 70.’ 9 for the a.<ise88ment year 1949.50 (at the rate 
of nme pies in the rupee) 

Sunilarlym case of a Hindu Undivided family tax payable on 
Rs. 5001 has been restricted to half of Re I only which otherwise 
would have been payable on lU 3501 amounting to Us 164.9.9 
(on Rs 3500 at 9 p.ces m the rupee and on Re 1 at 1 anna 9 pics m 
the rupee) according tj the Fmanco Act of 1949. but with the pro- 
vision inserted, the tax payable on Rs 3.001 is restrirtod to half 
o! Ue 1 only. 

(For detailed rales rder to appendix I) 



CHAPTER V 


INCOME-TAX AUTHORITIES 

(Sec. 5) 

The Central Board o! Sovenue— All officers and persons 
employed in the execution of Income-tax Act shall observe and 
follow the orders, instructions and directions of Central Board of 
Revenue. No order shall, however, be given to interfere with the 
discretion of the Appellate Assistant Commissioner while deciding an 
appeal. 

Assistant (.’ommissioner and Commissioner of Income-tax are 
under the direct control of Central Board of Revenue. The Board is 
entrusted with the goneral administration of the Act and can issue 
instructions regarding the interpretations of the various provisions 
of the Act. 

Cooimissloaer Ol Income-Tax — The Central Government 
appoints a Commissioner of Income-Tax for an area specified in the 
order of appointment who works as an administrative head’of the area 
for which he is appointed. Additional Income-Tax Commissioners 
may also he appointed by the Government to deal with special cases 
e. g., matters relating to suspected fraud or assessment of concerns 
whose operation extend to more than one chcle. 

Assistant Commissioners— The present Act divides them into 
two classes : — 

(i) Appellate Assistant Commissioner and 

(ii) Inspecting Assistant Commissioner 

Appellate Assistant Coramissiouer shall be under the direct 
control of Central Board of Revenue. Ordinarily there will be one 
Appellate Assistant Commissioner for one area. Appellate Assistant 
Commissioners will hear appeals from the orders of Income-Tax 
Officers. 

Inspecting Asslstannt Commissioner will perform such duties as 
are directed by the Commissioner. Administratively the Income Tax 
officers are under the control of Inspecting Assistant Commissioners 
who are in their turn responsible to the Commissioners for seeing that 
the work in their circles under their control is efficiently performed. 
The function of the Inspecting Assistant Commissioners are mainly 
extra statutory, as they deal svilh general organization of the office, 
control of office staff, settlement of refund claims etc. But at the same 
time the Income Tax Officers cannot* impose a penalty without the 
previous approval of the Inspecting Assistant Commissioners. 

^ very wholesome provision as it avoids much of 
overlapping of functions. As the appellate work has been separated, 
more attention will ‘be paid to the appeals filed by the Income-tax 
payers and this will make the Income Tax Officers more cautions when 
making assessments. 



J4 


inco’‘IE-Tax Law Jc aooounts 


Income Tax Otllcers aro appointed Ijy Conlnl Govi,rniiiont and 
norform such functions Inru'pccVpf an cst-n fts Iho ^umissi'jncr oi 
Income Tax may direct In facvlt ih the IncoinoT-a Ofliwt with 
whom the assossco or the tax.paycr b niost>y oonctriicd. It is ho 
who detornunos the tax.»Wo income and aho the < mount of Inoomo.rax. 
the administration of Uw i% primarily vc.stixl in tho hands of 
Incmie.Tax Officers who is'-uo nnUcos, examine evidtncts and a'lsoir’ 
iho lucomo They aro »«'*^tid by Incmiie.Tax lnsj>ettorj“’a clasa 
which IS n >t rocogniseil by the Act fsiich inspectors niaVo local 
enquiries, mspect accounts and rivo ihoir rep'irt to Iho Incomo.Tax 
Officers reg irdinR tho state of account of the a seshto or rt>gardlnjt 
fnoiwBC Their worl. is mow or Icsn of i< worofiry of 
the Incomc.lax Officer The accounts of the a^f^.*^eo are first 
exam ned by tho Inc ime Tax Inspector RCner lUy Tho Incoiiio^TaX 
Officers arc also helped by a number of clerks who are appointed to 
perform various clerical and other duties preliiniuary to or consequent 
upon their orders 

The AppelUU Tribunal (Seo5A^>-Thc fuiiaioii of the Appel, 
late Tribunal Is to hear Appeals on questions of facts and law against 
the decisions of AppclIVo Assiatint Cmimissioiior Tho Tribunals' 
decisions on que-'^tuu of fscU arc final and conclusive but Its doci'iniis 
on questions of Law are subject to refereaoo to High Court. The 
Tribunalis the only autliorily W tsuio a 04*e for Die opinion of tho 
Hish Court 


The Tribunal Is to consul of not more than leu incmbersi half 
of them being Judicial and half Account mombers A judle al member 
^all be the President of the Tribunal. Oit of the members of the 
Tribunal d fferent beaches consisting of one Accountant and one 
Judicial member are fortuod to hear appeals m different parts of 
India. 


QoaiUUallos oMl9 thsobers— Judical member mu-it hsvo tho 
qualification of a District Judg« and an Accountant member must bo 

a registered accountant But tbo I enlral Ouvernment has tho power 
to appoint any Accountant mcinbur not pov'-ossmg tho iiecossarf 
quahfic^ion if it is sjAtsfiod lliathiaothonuiliflcatnm and oxjierionce 
render him suitablo for appointment 



CHAPTER VI 

EARJIED INCOME 

[Secs. 2 (6 AA) and 15 A] 

For the first time in the assessment year 1945.46, a distinction 
<vas made between earned and unearned incomes, Eaimed income 
under the Act includes income from salary, profession, vocation or 
business as also from other sources which i'i derived by the personal 
exertion of an assessee . As against it, incomes derived from property, 
dividends or interest on securities are excluded from the definition of 
earned income. The Indian Finance Act of 1945, for tho first time 
provided for the allowance of one tenth of the earned income with a 
maximum of Es 2,00iJ in calculating income tax, but not Super tax. 
Tha introduction of the earned inco.ne allowance in the Income Tax 
Act is an innovation based on reason and justice. Income which is 
described as earned involves in fact depreciation of human machinery 
and should, therefore, receive certain privilege in tho hands of the 
assessees. This allowance on account of earned income may in other 
words be regarded as a sort of payment for the work done by an 
assessee in the earning of that income. 

Section 2 sub-section 6 AA of the Indian Income Tax Act defines 
‘earned income’ as under : — 

“Earned income” means any Income of an assessee who is an 
Individual, Hindu Undivided Family, Unregistered Firm, or other 
Association of persons not being a company, a local authority, a 
registered firm, or a firm treated as registered under clause (b) sub.- 
section 5 of section 33 : 

(a) which is chargeable under the head “Salaries” ; or 

(b) which is chargeable under the head “Profits and gains of 
business or profession or vocation” where the business, profession 
or vocation is carried on by the assessee or, in the case of a firm, 
where the assesses is a partner actively engaged in the conduct of 
business, profession or vocation ; or 

(c) which is chargeable under head “Other sources” if it 
is immediately derived from personal exertion or represents a pension 
or super-annuation fund or other allowance given to the assessee in 
respect of his past services or for the past services of any deceased 
person ; 

and includes any such income which, though it is the income of 
another person, is included in tho assessoe’s income under tho 
provisions of this Act, but does not include any such income which 
is exempt from tax under sub-section (2) of section 14 or under a 
notification under section 60. 

From tho above definition the following facts should bo clearly 
understood 

1. The question of earned income allowance is confined' and 
earned income allowance is admissible to only an ind.vidual, Hindu 
undivided family, unregistered firm, active partuors of a firm or other 
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a^socialum f persons otlior tUan a compin>,bciUiithorily, -v 
terodfinn.or an unregj'tirt ! firm tfciUd-i*! a rrKistcrod firm uudcr 
«tctn'n 23 (■)) of tUo Act 

2 Oily threo spociUc cU^ e.« wf inotuM wmo umlor tUU 
dofiiutou . U) Vdano® (b) pcoSls i n> n biwmo;*, prufosaion or vacaboii, 
(c) Income from other bourcai tf it U detwed from personal « xerliou 
of an asscssea or repro'-enU a pciison of super iinnualton fund or 
oilier allowances m ro«pctl of pi'l services 


3 Income of o'hcr ix-rsons uUch U laclnled in the moomo 
of an a «esseo by the Act nxay also bo restarded rs parnod income, 
for exAinpla wife's inomo or a miiiuf child's Income under 
section IG (3) 

4 Incomes winch are exempt under soction 14 (2) or under 
n itiRcation of secti jn G3 (vidt chapter 11) are caeludal 


Pretent rale of earned ineoaie allowance 

The Fitianco Act of 13J6 has rai<ed Oio jwreentage alloviance 
of earned income from 10% t> 20% ind the niaxununi limit «f 
allowance from Rs 2,000 tills 4,000 I hr 1 manes Act of 1047 and 
1948 ro^nirmod th>' abjic pcrconU{«N Thu“, iho earned mc-uno 
allowanco for the year 19 18 4J shall bo calcul itcd on the above ba^is 
S’nUriet and earned lacome allowance 

In case of salary earaod inoarno allonames can be cUiiued on 
iQfOse inco no frijn sfiary i e salary and all altov, aoco including P 1^ 

I contribution anii'intorests thereon Since moino under aatarios is 
assessable at the rate ruling in the accounting year, no earned uisome 
allowance IS admissible for tlie as«oss[rcnt year 1945.46 (ihit is on 
account of the income for the year ending MaKh 31, 19 la), as m the 
accounting year ending March, 31, 194 > there was no provision for 
earned income allowance bimdary for the avscs«mont year 1946 47 
when tncomo from business, anJ other sources which come under the 
defimUon of earned income, shall claim un allowaiico of 40% or 
Rs 4,000 whichever IS less income from salArios ’shall bo ghen an 
allowance of only 10% or Us 2,000 whichever w less, while for 
the assessment year 1947.48 and onward all earned income uicIuduiB 
income from salary would be given an aibwance of 29% or lit, 4,000 
whichever IS less, as the basis ot allowance foe the asse’^sment years 
1947.43, 1948.49 and 1949 50 is the same 


Earned Income allowance In cate of profits and golat of 
butinett 


In cases of business inooine, ordinarily earne 1 Income allowance 
can be claunod if the profits have been earned by the personal oxerhon 
of the assesaeo. But even if the business, proCo'>sion or vacation is 
c.rned on through employees or trustee^, earned income roliof can 
also be claimed But no relief u admissible on the income which the 
assessoe receives as a beneficiary if the business is earned on under 
trust 

In cases of firms earned income allowance on the firms income is 
only admissible in case of a pirtaor will vs actively engaged in the 
conduct of the busmosa In other words, a dormant or a sleeounr 
partner cannot claim any earned income allowance on Uu sharo of 
firm's income A partner m case of firm cm also claim earned uicomo 



33 


^ICOVtUTAM-Att ^ vccovsr 


*'*"**Tn . rr'.>islcrc(l Erm wlicro A,Uia w>fo and Uw »» Kot soa ara 
I i^«rr wiiu othArs they r<wivo profits aniouatafc 

Its. COOO and lU 4,00J rcspcK^tively, IhocapUlof A» 
5je‘StesmSsoo„lAbul«d V A A » 

JaXrintho bu^iuoss whUo his mto m act..^a!y 
cSlat6t>talmoomoor \ and tho oirmxl mcjma roUf Out bo 


can claim 
Soiutton 


Tidal Inonit of A 

A'a own bharo 
A'li Nbife 6 share 
A ^ minor Bon s sharu 


Its 

10,000 

fi,000 

4,001 


Total Income 20,000 

LtK.a Lamed income rol cf 1 ,200 


Taxable income 


13,800 


Note 

A 1 oiDK a doruunt portntf »« not allowftl an> earned incomo 
allowance ca his* ihiro and tliat of lu« tumor son Larn»l Ineone 
allowance, can l>o daunod only on the bluru of h s wdoasahe u 
aoUroly ensased m the bU'.ino««. her rhare be m; tixalilo in tlio 
hands of A 


Interest and Divideode 

Interest from secartlics as deSued under section 3 and exi^atned 
m chapter IX IS not regarded as earned income. Hut intorc'^t derived 
from other modes may be included m earuixl income e z > where 
interest Urece ved by an as c^see in the course of h.s money kndin;; 
business or a trade earned on by tbo a^sessec, U would bo Inclu led 
under earned me nne as it would fall Within clause (fc) of section 2 
which defines earned income On the other hand, nterOft 
on mere mvesJment Unconnectod with the btsiness may not ba 
included under o rned tneome 


Dividends are taxable under the head 'incoi lo from other 
sources Dividends received ordinarily ate not included under oarnoJ 
income as even ul case of O S TuiU V*.Comimv5iO[ierof Taxation, 
tUe dural ol . persoa wb> w»> ptaohd.il, th. ,ul, .Kirelioldcr ot a 
oompan, aodeove hu ttWo tuno to maaoj, tho alia „ of Ui« 

oompaoy to,0B^lihdwpl.odnip»„„ean,;d " "fj* But 

SoiiatsihiriTaSSTairrt 

Si'ofSiolo >Col»,.,hV,'Stt'.lcn,n 


Income from other tourers 

Income falling under this bead will hA»A , , 
if it 18 derived from ass.cbveoan^ntti*^L^t inouuiO 

remuneration of a j rofessor, rovaliv r. *®rt*cna such as cxamlimv s 
Commission etc Larnml ucoma “Ooka, directors fu-* an I 

capital gams. alliwanco cannot Lq Uaunod on 
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i'ersons, entitled to earned income relief 

Individuals, Hindu undivided family, unregistered firm or . other 
association of persons are all entitled to earned income relief on their 
respective incomes. 

_ As a registered firm or a firm treated as registered under section 
23 (5) (b) is not taxed dhectly and its profits are taxed in the hands 
of the partners, no earned income relief is admissible to the firm 
but the partners can claim earned income allowance individually on 
their separate incomes provided they are actively engaged in the 
business. 

When a registered firm is assessed under second proviso to 
section 23 (5) (a) wherein in case of a non-resident partner whose 
share of income in the profits and gains of the firm is determined 
and IS payable in the hands of the firm, earned income allowance 
appropriate to the non-residents share of profit will be allowed to 
the firm provided the non-resident partner is actively engaged in the 
busuiess. 

If an unregistered firm is not liable to pay any tax because its 
income is bolow the taxable limit, the appropriate earned income 
allowance in respect of his share of profits of the firm would be 
admissible to any partner who is actively engaged in the business. 

Non-residents 

Under the Inoome-Tas Law non-residents can also clahn earned 
income allowance on income so earned by their personal exertions as 
the law under section i7 sub-section (5) does not make any distinction 
between resident and non-resident in this matter 

Indian Finance Act and Earned Income Allowance 

Section 15 A of the Indian Income-Tax Act leaves the question 
of rates at which earned income allowance can be claimed on the 
Annual Finance Act of the Central Legislature, the corresponding 
provisions as laid down in the Finance Act of 1948 are as under : — 

1. In making any assessment for the year ending on 31st day 
of March 1948 there shall be deducted from the total income of an 
assessee an amount equal to 1/5 of the earned income but not exceed- 
ing in any case~Es. 4,000. It is also provided that •• — 

(0 no income-tax shall be payable on a total income which, 
before deduction of the allowance, if auy, for earned income does 
not exceed Es. 3,000 ; 

(li) the income-tax payable shall in no case exceed half the 
amount by which the total income (before deduction of the said 
allowance, if auy, for earned income) exceeds Ks. 3,000 ; 

(iii) the income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either — 

(a) a sum hearing to half the amount fay which total income 
^eforo deduction of the allowance for earned income) exceeds 
Es 3,000 the same proportion as such reduced total income bears to 
the unreduced total income, or 

(b) the income tax payable on the iucomo so reduced at the 
rales herein specified whichever is less — 
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Tho Indian Finance Act rf W49 ha? reatfirmed the rale of 
carnod incomo allowance 1 v , l/l of the i arned incoino The tax 
on Income jubl exceed ni, the cxiinption Itinil i c , n;* J.OOO in c%so 
of individual ind j.OIW m CA'=t of Hindu uniiv lod faiiuiy 

Will bo computed in the same manner as txidaitud abo>c iccjrling 

tothoFin nee Vet of i318 

Super Tax 

No oarnod incj n« n,litf IS i,rantcd for ibo caloiilat on of bmier- 
tax which lb calculated on toUl income, at the rati.? spec fied m Iho 
Finance Act, tlieir being s^oparate rates for earned and unearned 
Incomes 

lUuttralion lb 

Mr Mazumdar la w orkin^ a? head acc^uiataiit in Birla Cotton 
Mills Ltd. oil a monthly salary of R? SOO per In addition ho 

has received the following incoDim 

Income from hs accountancy profession in wluca ho 
actively engaged during his extra tiroo Rs 4,030 
Interest from bccur tiesRs ..OOjf 

Share in a firm, of wh eh ho u a dornvmt p xlnor R? 3,000 
Money leading Intcreit Ra, COO 

Dividend? from Companiee Bs 4a0 

Calculate the tot I tncomo and earned income niluxanoo fur the- 
assessment years l9ie.4C, 1916 47 , 1947.48, 1948 49 and 1949.S0 
Solution— 

Statement of Total Income 


1 Income from Salary 6,000 

2. Income from Profession 4,000 

3 lnlert«tfrom8ccuritios 5,00^ 

4 Share in firm s profit 3 000 

5 Money lend iijr Interest *C00 

G. IncJiiie from D v Imd 450 


Total Rs 11.530 

Earned Income — — — 


1 

Income from Salary 

Ra 

G.OOO 

4, 00 

eoo 

•i 

Income from Profession 

3 

Interest from money lending 


lolal Kb 

10,600 

Notes 




1 A’s share m firms profit IS not uatned 
dormant p otner in the firm 

income as 1 


2 Iron, inon.y lonln,„ „ 

Earned Income Allowance 
fO In 194o.>b a£*esnuent 


IS a 


EARNED INCOME 


41 


la case of salai’y no earned income allowance is admissible as 
the salary income is taxed at the rates applicable in the accounting 
year when the salary is earned. On the remaining viz.> (10,600 minus 
6,000) Rs, 4,600 an earned income allowance of 1/10, subject to a 
maximum of Rs. 2,000, i. e., Rs. 460 can bo claimed. 

(ii) In 1946.47 assessment — 

Earned income allowance for the salary income of Rs. 6,000 
at the rate of l/lO of the total income with a maximum of Rs. 2,000 
(as salary is taxed at the rates applicable in the accounting year 
when the salary is earned) : Rs, 600 

On Balance of Rs. 4.600, 1/5 of the earned income. Rs. 920 


Total Rs, 1,520 

(Hi) In 1947.48, 1948.49 and 1949,50 assessment : — 

On the total earned income at the rate of 1/5 subject to a 
maximum of Rs. 4,000. Rs. 2,120 

Illustration 17 

Z is earning a salary of Rs. 5,000 a year. He is contributing to 
a recognized provident fund a sum of Rs. 500 annually and his 
employer is contributing a similar sum every year. What earned 
income allowance can be claimed by Z. 

SoIatioQ 

His income from salary is Rs. 5,000 (which includes his own 
contribution to Provident fund) plus Rs. 500, the contribution of his 
employer i. e. Rs. 5^500. All this income is earned income and 
therefore, earned income allowance on the total of Rs. 5,500 at the 
rate of 1/5 subject to a maximum of Rs, 4,000 can be claimed. There- 
fore, earned income allowance that can be claimed would be Ks 1,100. 

Illustration 18 

If an assessee’s income for the year ending 3 1st March 1948 is 
Rs. 3,100, you are required to calculate the total tax payable by him 
supposing the whole of it to be earned income. 

Solution 

According to Finance Act 1948 no tax is payable on incomes 
which do not exceed Rs. 3,000 before deduction of earned income 
allowance. In case of incomes just exceeding Rs. 3,0J0 tax payable 
shall not exceed half the amount by which the total income (before 
deduction of the earned income allowance) exceeds Rs. 3,000. 

On total incomes as reduced by earned income allowance income 
tax shall not exceed either ; — ' ^ 

(a) a sum bearing to half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds 
Rs. 3,000 the same proportion as such reduced total income bears'to 
the unreduced total income, or 

(b) the income tax payable on the income so reduced at the rates 
specified in the schedule to the Finance Act whichever is less. 

In the above illustration tax calculated on the first basis (v/z. (a) 
above) would bo Rs. 40 ; while ’ on the second basis tax would bo 
Rs. 61,4.0 and therefore the income shall be taxed on the first basis 

§ 
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andtho as^e^sco «baU bo required to pjy B? iO’-bomic lo<53 than 
Rs. 61 4 0 

According to the Finance Act u( 1949 no Uz U payable on 
incomes which do not exceel Rs 3^)0 in case of an individual and 
Rs o,000 in ca^^e of a Hind-i undivided family before deduction of 
earned income allow jice In ca^e of incomes just exceeding Its 3,000 
or Bs 5 000 tax payable shall not exceed half the amount by which 
the total income .(before deduct on of the earned income allowance) 
exceeds Bs 3,000 or Rs S,000 as the case may be 

The tax on total Income as reduced by earned income allowance 
Will be computed m the manner as explained above according to the 
Finance Act of 1948 

Thus on Bs 3,100 in case of an individual and Us. 3,100 in case 
of a Hindu undivided family tax calculated on the above basis would 
be Rs 40 in each case which if calculated on the second basis would 
belts 4S— IS and Us 120—15 respectively the income being earned 
income 



CHAI^TEB VII 

FOREIGN INCOME 

Income which accrues, arises or is received outside British India 
is termed as Foreign Income. As has been studied in a previous 
chapter certain classes of assessees i. e., nomresid ents are not required 
to pay tax on their foreign income, though their such income may be 
included in the ‘total world income’ for determining the rate of tax 
applicable to British Indian income ; while in case of another class i.e , 
residents but not ordinary residents it is not taxable unless it is 
brought into British India or is derived from business controlled in 
British India and that too only the excess over Rs 4,500 ; while in 
case of still another class of assessees t. e., residents and ordinary 
residents, it is taxable even if it is not brought into British India in 
excess of Rs. 4,500. This necessarily leads us to the computation of 
foreign income. 

While computing the foreign income of an assessee, following 
points must be taken into consideration : — 

(a) If any tax or rate is levied or assessed in the country in 
which the foreign income accrues on the basis of such income, then 
it will not be allowed as a deduction from the computation of total 
foreign income. 

(b) Foreign losses should be computed in the same manner as 
profits and gains arising in British India are computed. 

(c) Carrying forward of foreign losses -The status of an 
individual is changeable from year to year as it is determined on the 
basis of residence as defined in Chapter III. As a consequence the 
world income will be taxable in certain years and British Indian in- 
come or some intermediate figure mothers. Hence the question arises 
as to how the foreign losses should be carried forward. In a yem 
where foreign business profits are taxable, the foreign losses are also 
entitled to be set ofi' and carried forward to the next year. But if in 
the next year the assessee becomes non-resident, the foreign business 
losses carried forward from the previous year cannot be set ofi' against 
British Indian Business Profits since the foreign source is not taxable 
in that year. The loss should be set off against profits accruing or 
arising outside British India within six years following that year. 
Consequently foreign losses can be set off' only against foreign 
income accruing or arising from same business, profession or 
vocation. 

Basis of taxation o! loreigu income— Sec. 4. 

(a) Resident and ordinary resident. Income which accrues or 
arises or received outside British India is taxable in the hands of an 
assessee who is resident and ordinary resident subject to an 
allowance of Rs. 4,500/-. In other words, if it is brought into British 
India in the year of accrual it is taxable in full, if it is unremitted, 
all sums in excess of Its.- 4,500 are taxable. But later on if in 
subsequent years the unremitted foreign income is brought into 
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&itish India, it shall bo exchidod from the computation, provided 
it has been taxed in tho year of accrual i e, so 
only as was in excess of Ef 4 500 and has, therefore been taxed, 
t.htd\ now be excluded For example if In tho fiscal year cMiag 
3lst March 19i5, an assesses 1 income accruing ouUido British India 
was Rs 3,500 which was brought into British India on i7lh March 
1946 Inoomputmg his return of income for tho year ending 3 st 
March 1943 1 e for the assessment year 1915.46 this sum of Rs 2,503 
Will be excluded as it is less than Us 4,500 but it shall bo included 
infhe returnof income forthe year ending dUt March 1946 l c 
Pld 47 On the other hand ifeuch foreign income of the assesses 
is Rs 7,500 then Rs 3,000 will bo taxed m tho year of accrual (i. c, 
Es 7,500 minus Rs 4,500) i e ml 45.46, while Rs 4,500 sbaUbo 
included m the returnof income of tho year in which it is brought 
into Briti>-h India t e 1946 4? 


tfc) Reiidint but not ordinary nJidtnC If the assesseo is 
‘resident but not ordinary res dent* ihe income ib excluded from tho 
computation of total income unless it is derived from business con 
trolled in or profession or vocation set up in India tnchiding Indian 
btates and would be taxable if it is brought into British India iR tho 
year of its accrual or in any subsequent year 

Nen.resident If the asscsseo is a 'nonresident (the mcomo is 
included in his total world income fordetermming the rate of tax 
applicable to bis total Briti’^b Indian inciMue If the inoome is brought 
IS British India m the yoarof accrual or in any subsequent year 
should be excluded from the computation of total income liable to tax 
in British India. 


iDdlaa 8UlQloume->Sca U(2)(c) 

As we have seen in Chapter II wherein wo have dealt with the 
exemption^, mcotne which accrues arises, or is received in an Indian 
State is mcluded in the total moomeof the assoesoo, if he la a resu 
dent and ordinary resident, for detcnnmmg the rate of tax appli- 
cable to otner taxable income, but exempted from taxation unless 
it is brought into BnUsh India 3his exemption has no forco iR 
case of non-resident, emce he Is liable to pay tax only on Indian 
income on the basis of ‘total world mcoma* which includes state 
income as well In case of resident but not oidmarr resident it 
would apply only to the income derived from a bu«m^ controlled 
or profession or vocation set up m British India. In other 
words the oxempUon is applicable where the income but forthe 
exemption, would be included m the toUl income. The oxemptioa 
does not, Im>w ever, affect the deduction of Rs 4,500, under the thud 
which wOi be allowed so as to secure that any 
UotwS! rh without British India, which would 

be oUierwae j^rgeable.is first absorbed In order words in coa- 
Wn is unremItted foreja moomo, 

fct ifS SUte moome shall be considered 

^ 4 5tm ^^0°- the full aUowance of 

Rs 4.500. shall be given out of untemitlcd State income a^ne 
SUlelMooe, u sahsequenllj hroaghl Into Drllljh India 


, inciiutea m the ‘totil income for determining 
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the average rate of income tax and super tax chargeable on the 
remaining income in case of an ordinary resident. But if such an 
Indian State income, which has already been once taken into 
account for rate purposes, is brought or received into British India 
in any subsequent year, such an income shall not be taken into 
account for rate purposes so long as it does not exceed the amount 
of British Indian income of that year, but if it exceeds the British 
Indian income of that year, then the British Indian income of that 
year shall also be taxed at the rates applicable to such income which 
is so brought into British India, as if such an income represented the 
total income of an assessee. 

In other words, in the year of remittance, the so remitted State 
income as well as his other taxable income shall pay tax at the aver, 
age rate of income tax or super.tax applicable to either (i) the state 
income so brought into India, as if it forms the total income or (li) the 
total income as reduced by the State income so brought into British 
India as if such reduced income is the tot.^1 income, whichever is 
greater. < 

Illustration 19 

For the year ending March 31, 1949, A has the following 
incomes : — 

1. British Indian Income Rs. 10,000, 

2. Income accruing outside British India Rs. 20.0u0 (which 
includes income accruing in an Indian State amounting to Rs. li',000 
and from business controlled in British India amoimting to Rs, 5.000). 

Find out the taxable income as vifell as the average rate of tax 
if the assessee is (i) nomresident, (ii) not ordinary resident and(iii) 
ordinary resident 
SolatloQ 

(i) As a Non-resident — 

1. British Indian Income Rs, 10,000. 

He would pay tax on Rs. 10,000 only at an average rate of tax 
applicable to his total world income, which is (Rs. 10,000 plus 
Rs. 20,000) Rs. 30,000 viz. at 41*55 pies per rupee which amounts 
to Rs. 2164-1. 

(ii) Not-ordinary resident — 

Rs. 

1. British Indian Income ... 10,000 

2, Unremitted foreign income from 
business controlled in British 

- India in excess of Rs. 4,500 ... 500 

Total Rs. ... 10,500 . 

He would pay tax on Rs. 10,500 at ordinary rates applicable to 
it, which amounts to Rs. 823.7-0. 

(lii) Ordinary Resident — 


1. British Indian Income 


Rs. 

... 10,000 



u 


iKCOJiE-TAX tAW & ACCOUSTS 


2. Unremittad foreign income oxcludiOff 

Indian State Incoine in aiocss of 

Rs 4.500 

3. Indian State Income 

5,500 

10,000 

Total 

23,500 

Less Exempted Indian bUto Income 

10,000 

Taxable Income IvS «.• 

15,500 

He would pay tax on Rs 15,00 »tlhe averes® fato 
cable to Rs. ^5,500 v;. at 3831 pies per mpeo, wU‘Ch amounts to 
Rs 3093.5 7 1 


llluttralloo 20 

Reference to the abare iliiutratiun, if nialces ao incuroe of 
Ks 10, MO in Bnt sh India in addition X > his foTolga income whim \s 
said to be Rs 20,000 of which Rs. 10,00o accrue m an Indian btate 
and Bs. ,5000 from business controlled m British IndiA and yott are 
told that out of his previous year's state inoome Rs 8/000 have been 
received m British India this year 

^ehrsha\eti&e\»:iD\e>sieonie«&h'ib£i»\'a'\‘in‘ine 
resident, (ti) not ordinary resident, (iii) ordinary resident 
SolaUoo 

(j) Non.r«i»d«nt— 

Ho would pay tax onlj on British Indian Inoome which u 
Ra. l0,0 0 as the remitted foreign income shall he excluded from the 
computation of total incame m hia case 

Tax payable shall be computed on the basis of h’tel world income 
vtx. Is 30,000 which shall be the same ae ui &rst illustration. 


(u) Noe ordinary rencUnc • t 

1. British Indian Income 
3. Remitted Foreign Incoine. ... 

3. Unremittcd foreign income from 
businesses controlled m India in 

excess of Rs. ••• 


ys. 

10.000 

8,000 


500 


Total Rs.l8,StO 


would pay tax on Rs 18,500 at the ordinary rates ap{^oa« 
me to h\8 total income, which amounts to Ra 8?4lJJ-0. 
till) Ordinary Resideni — 


Rs 

British Indian Inooiue .. 

Remitted Foreign Income of an Indian 
state whiih has been taken m aci»nat 
in the previous year for rate purposes ... 8,000 
Unrenutted foreign Income m e*cess 
of Rs 4 500 


5> QO 
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4. Indian State Income ^Unremltted) 10,000 


Total Us. 33,500 

Less exempted Indian State Income Rs. I'^OOO 

Taxable income Rs. 23,50Q0^ 

In such a case tax on tRe taxable income which, includes the 
remitted state income once taken into account for rate purposes shall 
he calculated either (i) with reference to his so remitted state income 
or (it) to his total income minus so remitted state income, whichever 
is greater. His so remitted state income being Rs. bOO and his total 
income excluding so remitted state income being Rs. 25,500 
(Rs. 33,50.1— Rs. 8,000), he will pay tax on Rs. 23,^00 at the average 
rate applicable to Rs. 25,500, which is 38*31 pies per rupee, and as 
such tax amounts to Rs. 4689.14.9 

Illustration 21 

What difference would it make if the State Income which is 
once being taken into account for rate purposes now remitted amounts 
to Rs. 60,000, if other things being the same as in above illustration ? 

Solution 

(i) Not.ordinary residtnt— 

On the basis of the above illustration, if the remitted foreign 
income amounts to Rs. 60,000, his total income would amount 
to Rs. 70,500 and and as such he will be required to pay tax on this 
income at the ordinary rates applicable to this income, which will 
amount to Rs, 19148-7 

(if) Ordinary resident — 

In this case the total income will amount to Rs. 85,500 and the 
taxable income will be Rs. 75.500. 

As in this case so remitted state income is greater than the total 
income minus so remitted state income, therefore, tax on the taxable 
income would be payable at the average rate applicable to Rs.60,000 
which is 50*795 pies per rupee and as such rhe tax will amount to 
Rs. 19965-3-4. 

lHuitralion 22 

For the year ending March 31, 1^49 A has the following income: — 

(a) British Indian income SOOO 

(b) Income accruing in an Indian State 10,000 

(c) Income accruing in an Indian state received this year 
(having already taken into consideration for rate purposes 8,000 in 
the previous year. 

Calculate the taxable income assuming that the assesseo is an 
ordinary resident and also indicate the rate at which he will be liable 
. to tax. 

Bolotloo 

Statemeut ot A'a Total income 

' Rs. 

{(i) British Indian income - - 5,000 
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(t)) UoremiUod Indian SUta 
income m excess of Be. 4^00 
(c) State income receiTed (already 
taken into account in prertous 
year for rate purposes) 


Total Income 18,000 

Loss exempted Indian state income 5,500 


Note 

ot R.^4 W.'k.'i' t<>'«'en taeom», th» aUlutory «llovr»nes 

of R. 4 m h>. been .lbw.d out of uotomiftsd Indian slato Inwm.. 

was Lb *^“>“8 “« fonultod slato Income wblcb 

Sato tutposoo boms grosUt 
So.™* “be ““ ™ ">• *«s^.noomo of to 

lUuitralieQ 23 

A baa Iho following tncoino tot the ,oat ondmg Uatoli Jlst, 1S<S 
(a) Btilisb Indian Income 

W Income aoctmng,nEg„t (on, emiHod) 2.MI 

U wlTf!”* “ t““'e>"‘lted) 10,000 


teaidont m^i^ ordinar! 

pay tax. naicato the rate at which he will be liable t 


^alenMlolVsTolallBcoiae 


(a) British Ii^ian income 

oemcomeeim^^'t;^^ wo. Hewed 
rnboonamet’a. 

purposes in Uiq prerious year) 


Total Income 

Less exempted elate income 


foreign income 
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A would pay tax on Rs. 18,000 at tlie rate applicable to Rs. 15,000 
i.e, 231 pies per rupee. 

Note— 

1. Unremitted foreign income being Rs. 2,000, to make the 
total statutory allowance of Rs. 4,500, the remaining Rs, 2,500 has 
been allowed out of unremitted Indian state income. 

2. Remitted state income which has once been taken into 
consideration for rate purposes being greater than the total income 
minus such remitted state income, the assessee is liable to pay tax on 
his taxable income of Rs. 18,000 at the average rate of tax applicable 
to such remitted state income i.e. Rs. 15,000. 

N.B. In above calculations the question of earned income and 
super.tax has been ignored. 

Losses in Indian State 

If an assessee sustains a loss of profits or gains within an Indian 
state such loss cannot be set off except against profits or gains 
accruing or arising within an Indian State and exempt from tax 
under the provisions of the Act. Such loss can only be carried for^ 
ward to be set off against profits and gains accruing or arising in 
Indian State from the same business, profession or vocation, provided 
such a profit out of which the loss can be set off is exempted from 
tax under the same provisions. 

A loss sustained in an Indian State can also be set oft* against 
the profits accruing or arising in another Indian State in the same 
assessment, where such profits are not remitted in British India. 



ClIA-PTER VIII 

COMPUTATION OF INCOME— 1 
SaUrj acd wages 

In order lo find out assossaWo income, it 13 
the various sources of income and also Hie various ded 
are allowable under each of thorn. 

Under Section G of the Act the folloAtng heads of incomes aro 
chargeable to taxation ■ — 

1. Salaries mcludine wages, pension, annuity, grahiity etc. 

2. Interest on Securities. 

3 Income from Troporly. 

4 Inoomo orpro^t from busincafl, profosiion or vocation. 

5 Other Sources. 

6 Capital Uaius. 

Saliiles— Section 7 

Under the Indian Inoome.Tax Amendment Act, as recommended 
by the Income Tax Enquiry OboirolUee, eaUrlos liave been made 
assessable as soon as the same become due whether received In that 
year or not. Under Income Tax Act 1922, ea’ary became liable only 
on or after the date when it was pad. The word ‘due* refers to the 
date, on which the remuneration becomes payable and has no refer* 
CDco to the period for which it is earned For instance salaries 
earned by Ouvernment or SoiiiuGovernment employees for any month 
become payable on the hrst day of the month following e g , salary for 
the month of March '47 is duo m April ’47 and is liable to tax m tho 
assessment year 1947.43. Any rc 
increment navable to an employee 




romuneratioik mu-»t be determined with referenoo to the relevant 
® ofeervioo or tho rules and conditions 

tho drte^ft oi • director, tho Articles of company 

be very hard m sorao oa^osbut the Governmont 
shattbelateumlhe matter which is 
In J. GrigT Assembly Speech of 

banVru»tor*hcc!^^i^h«* because employer becomes 

i.alaSlax w,l&‘^» rais^ some objection ^paying the 
- payable. Inoomo which w payaWe^hulSTl?* originally 

circunisUnce whaUoovcr lanni ® “ul u. ulUmately not paid in any 
wuavv«vcr lanot moamo and cannot bo aiessixl. In 
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Other cases also where s vlary has aot been paid, arrangement will be 
made to hold over the collection of tax if it can bo shown that th < 
assessee or rccepient is in dilficulties and cannot pay tax in conse- 
quence of non-payment of salaries.” 

To treat the matter leniently though salary is assessable on due 
basis the actual collection of tax is postponed till he has received the 
remuneration. Salary taxed in earlier years on accrual basis cannot 
be taxed second time on receipt basis when received in a latter year. 
If accrual basis has been adopted in assessment and collection of tax 
is postponed till the remuneration is actually received it would not 
be open to Licome Tax .Authorities to change the basis afterwards -md 
tax the salary on the receipt basis instead of accrual basis. 

^Heaning ol Salary 

Income from salary includes income from salary, wages, annual 
payment or annuity, pension, gratuity, foes, commission, an d perquisi .- 
tes e g., place of residence free "of ren t but perquisites wh ich are not 
convertiblo into money e.g., free medibil advice, free conveyance for 
other than ofhce auties, free board, fieo uniforms, are not perquisites. 
It also includ es profits due to the employee in addition to his salary. 
Rent free~resi^iniB— forius^'parL of perquisitos of an employeei'Ihe 
money value of which is computed under departmental instructions at 
not more than 10 per cent of his salary. 

In other words, the following benefits received by an employee 
from the employer are included under the head salary ; — 

1. ' Bonus, gratuity, annuity, pension, fees, commission, or profit 
in lieu of or in addition to salary. 

But fees paid to the pleaders is not salary but professional 
income. Similarly, annuities payable by any one other than 
employer is assessable as income from other sources and not salary. 
Pension is a compensation for past services and is usually paid 
periodically and therefore taxable under this head. But committed 
value of pensions is not taxable, 

2. House Rent allowance or the value of -rent free quarter 

provided by the employer not exceeding 10% of the salary of the 
employee. ~ — 

3. Any advance received by the employee by way of loan or 
otherwise against his salary. Such advance will now be deemed to be 
salary due_pn t^ _date_when such advance is received. It must be 
distinguishecl from"dther advances such as house building advances 
which are of the nature of loan. 

But where there is a hardship owing to the advance being very 
large so that more than one year’s income would otherwise be includ ed 
, the as sessee would be entitled to relief under section 60 (2) of the Act, 

■' which how provides that an assessee cannot bo taxeil on more than 
one year’s salary. 

4. Any payment due to or received by an assessee from an 
employer or former employer as a remimeration for past services. 
But if a payment is made solely as compensation for loss of employ, 
ment and not by ivay of past services, it is not taxable. 

5. A payment received by an employee from an unrecognized 
provident fund or other fund except to the extent it consists of the 
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roturaoflho cniployoo'sown c-rntribulion an4 lutcrest tlitroon, wJl be 
ooasidored in lieu of Mlary and assessed as e-uch. Even If payiuoiiU 
from unroco"mied provident fund ato maile before Iho lormmation of 
employment, it isalso taxable under ttiisLcad (Amendment Act 1240. 
But If the assessee can prove that the payment under this bead is 
made solely for loss of employment and not by way of remuneration 
for past services it wdl not be taxable. 

ft must be remembered, however, that salary chargeable under 
this head is the salary paid by tho Oovcrninont, a Local Authority a 
Company, any other I’ablic Body, or Association or any Private 
employer. Tb«xt!ore,stlirj or peailoD paid bj a lorelgn Govero- 
ment or an Indian Stale la not cbargeabia nnder Ibis secllon bat 
under Income from olher aonrees. Thus, all servants of the 
Government or of local authority are liable to pay tax on their salary, 
if they are employed in any part of India, irrespective of their 
nationality. Lease salary payable outside British India in respect of 
services rendered within British India i* also liable to tax under this 
head Similarly, sterling overseas pay which la payable oubudo 
India in respect of services rendered invBriti&h India is liable to 
British Indian Inoomo Tax. (The rate of exchange bomg Is. W ) 


Pentioni 

As noted above pensions paid to employees offer rciiroiaent 
are taxed under the he^ salary. But tump sum rocoipls m commuta. 
tion of pensions ato not taxable. 

If a salary as well as pension are both commuted and the 
oommuUtion for both is separable, the commutation for salary shall 
be taxable but the commutation for pension shall be oxempted. -On 
the other hand, if both these oommutatlons are inseparable the whole 
IS taxable (Court of Apfcol 1933 I. T. R ) 

payable m an Indian Slate is liable to pay British Indian 
InTOmo Tu under the head salaries if pension is earned in j^tish 
India. But if toe pension b« payable outside India (m tei(^ of a 
contnet executM outside British bdia) it sliould be deemed to accrue 

income arlsmg in British li^ia ^ applicable to bis total 

Pensionpaj^o outside British India 

t^ tot ^ w e ri d-inoeme. ” excluded from too ^m^ation of 

K’dwwancee and aeduclion 

or employment are noi duties of an office 

on a sinulariy oojTosiv,a,i,n» ® h* taxation. ThU Is a provision l»ased 
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kivoa^for oxponsos other than those iuciirred in tlio course of 

omplo ymoul e.g., oxpousos ot traveTO ig~17 o tween the assessoo s rosi. 
deiia g aiid his nlaco oY business willliot belflldwccl. howeve r necessar y 
thatexp ense may 1)9. Whether house rout allowance or vhlue of rent 
free 5[uarters ^exempted under this head or not is a question of fact 
depending on the oircurastanoes in each case. But handling charges 
granted to Station Masters or Post Masters are not liable to taxation 
as they are intended to cover certain expenses that these employees 
are required to incur as such. 

For example, an officer is allowed salary plus sumptuary 
allowance and a rent free residence where in his duties ho is to 
entertain his employer’s guests. Salary and house rent are taxable, 
.but sumptuary allowance is exempted, as it represents a special 
allowance specifically granted to meet expenses wliolly and nocos. 
sarily incurred in the performance of his duties, under section 4 (3) 
(vi). (Patna IX I. T., C- 9-) 

2. Any payment from a provident fund to which Provident 
Fund Act of 1925 applies or any payment from a recognised provi- 
dent fund. 

3. Insurance premium and any sum deducted for deferred 
annuity as already referred under the heading ‘Partial exemptions’ 
Chapter II. 

4. Any capital sum received in commutation of the whole or 

a part of pension o r In' the nature ot co nsolidated comnensation for 
death or-JiniudjesI-og- any payment from insurance pohey, or th e 
accumulated bala nce at J he credit of a subscriber to any suen pro. 
videndrfmtS • ' ; " 

Dednctlon ol tax at source Sec. i8 (z) 

Any person responsible for paying salaries shall at the time of 
payment deduct income-tax and super tax on the amount at the 
average rate applicable to the estimated total annual income of the 
assessee under this head. The employer, however', has the power to 
increase or reduce the amount to he deducted in making adjustments 
■ of excess or deficiency arising out of any previous deduction or 
failure to deduct. Tax must be deducted even when the salary is 
payable outside British India if it is earned in British India The 
value of such salary in rupees is to be calculated at the prescribed 
rate of exchange i. e., Is. 6d. per rupee. Where salary is payable to 
a Non-resident, income tax must bo deducted at the maximum rata and 
super-tax at average rate applicable to the estimated total annual 
world income of the assessee under this head , 

Though salary is assessable on accrual basis, the liability to 
deduct tax at source arises only when the remuneration is actually 
paid. Moreover, when tax is deducted at source, the assessee 
cannot be called upon to pay tax unless he has received the salary 
without deduction. 

ResponsibUity of the employer 

1. The person responsible for making the deduction shall pay 
the amount of tax deducted to the credit of the Gontral Government 
within one week from the date of such deduction. 

2. Within 30 days from the 3Ist Muroh in each year, every 



51 income-tax law & ACCOUKIH 

ompVworwiUaenda Return «3fhUoruplo^« in tho preecrlM l^rm 

(3or Itulo IT) to tlio luooino Tax OlBcer. glvliia lUo XoUowln^. 

information 

(a\ Tlia namo and addtcsa of ovoty person who was wcoin^ 
onsaui SlstSia^'ch, or received darjOffthd year ending ou that date, 
any income chargeable under the head ‘‘Siafias** of such amounts as 
may bo proscribed under llulo 16 (at present Rs. 1,G00). 

(b) Tho amount of tho mcomo *0 roccivod or duo by wuh pcr-iou 
and tlio tuno when the same w aa paid or was duo 

(c) Tho amount deducted in rospect of incomo^Tar and Super .Tax 
from tho moomo of euch person. 

If a person fails to deduct or after deduction fails to pay tlie tax 
to tho Government within a wcok from the date of such deduction ho 
shall be deemed to bo an assesseo in default iu>ro«pect of tho tax. 
Bat no penalty can bo recovered from him unless such porsun has 
wilfully failed to deduct tUo tax 

ItluilralioQ 24 

Mr. Madan Oopal is an omployoo of Messrs Berry Bros. LU 
on a monthly salary of Its. ^0. Ilo u also allowed a ojinmusiou of 
10% 00 tlio net profits of the company and a hoUso allcwaRCc of 
Rs IQO per monUu If tUo company’s profits for Ibo year amount to 
Rs. 1|50,000 calculate the Uxablo Income of Mr. Madan Qopat and the 
amount ot tax deductahlo the retrom every month m Iho ptstious year 
., 1948.«. ' 

Solution 



> Rs. 

Ra. 

Salary 

... ecoo 


House allowaneo 

1200 


LQj^cf net profits 

ISuOO 


Total 


23,200 

1 

1 

1 

1 

allowance 

. 4,000 

Taxable income . 


. IB,200 

.Total, tax payable 


Its. 2,937.8 


2,W7— 8 

‘ 18^00“ ^ ‘fifiplos por lupco 
Monthly tax dcductablo Rs. 2 14.12.0 (Its. t!937.’8-12) 
ii. B. Lamed income altmranoe can bo claimed to tho extent of I 
of eatnwl Income, not «x»ec4mBaa.45»B. lathis cast, I o£ earnirf 
moomo being (| of 22200J Us. 4440,l^mod mcomo relief tp the extent 
of Rs, 400u can only be ciaimcd ’ * * 

UlutlcaUon 25 

.. ^ an omployeo of' Bharat Stores LU. on a uienthlv saiarir .,f 
Rs. 1,000 and a commission trf 3% on the not profits. In fdditio/lio 
u given a Car allow aaco of Ra. lOO/.por inonllx and « jvrov litcd a free 

bouse of an annual rental value of Rs, 1,200. ‘ ^ 
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employer mil send n Kolutn ot his eiupl^ees in U'e P'e'Crlbol form 
(under I?ulo 17) to the Inoom© lax OITiocr fctirint, thoJoUowlnR 
information — 

(a) The name and address of ©very per'ion who was rocoi^i^ 

on sa d Slat March, or lecelTed during the y*a^ oti date, 

any income chargeable under the head*Sdaties** of such amounts as 
may be prescribed under Rule 16 (at present Rs 1 COO) 

(b) The amount of the income bo roccivcd or due by s i h person 
and the time when the sa no was paid or was duo 

(c) The amount deducted In rc«pect of in ome Tax and Super Tax 
from the income of such person 

If a person fails to deduct or after deduction falls to pay the tax 
to the Oovernment within a week from the date of such deduction he 
shall be deemed to bo an assesses in default m respect of the tax 
But DO penalty can be recovered from him unless such person has 
wilfullyfaded todeduet tho tax 
Illustration 24 

Mr Madan Qopal IS on omplojoo of Messrs Berry Bros LW 
on a monthly salary of Ra SOO Ite is at«o allowed a contmusslon of 
10% on the net profits of tho company and a house allowance of 
Rs 100 per month. If the company a profits for tho year amount to 
Rs l,50/)00 calculate the taxable Income of blr Madan Qopal and tha 
amount ot tax deductablo the tefrom every month m the previous year 
1946.49 


Solution 


Salary 

House allowance 
10% of net profits 


Rs 

6C00 

1200 

15000 


’Total 

Le<s earned income allowance 


Taxable u 


Rs 


22^00 

4000 

18200 


Total taxpayable Rs 2 937 8 

A^verago rate of tax 

2 997—8 

* 18 ^00 “* ® P‘®'' P®' rupee 

Monthly tax deductablo Rs S 14.12 0 (Rs ’*937.8-12) 
ti B Iwned income allowance can be clamed to the ortont nf l 
of carntd income, iwt Weeing Ra. 4000 Inthg case i of earnotl 
income being (J of SS^OO) Rs dUQ.Ramod mcomo relief to the 
of Rs 400i} can only be claimed i 

Illustration 25 ^ <, 

. Stores Ltd on a monthW r 

Rs. 1,000 and a commission cf 3% on tho net profili In 

taBlypp pcr »ll™.n=oot It, 100;j»r month ° 

l»uso of an annual rental value of Rs 1,2^ ^ ^ Ip I a free 
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He is an ox.employeo of an Indian state from whore he is getting 
a pension of 3f^. 500 per month. On 31st Doccnihor he was retrenched 
and was paid by the employofs Es. 5,400 from an unrecognized 
provident fund to which he was participating since the beginning of 
his apointment and to which his contributions and interest thereon 
amounted to Rs. 3,900. On February 1, iic secured another appoint- 
ment carrying a salary of Rs. 150 per month. 

Find out Ills taxable income from salary, lolnl incomo and earned 
income allowance for as>jessmonfc year 1947.48 assvnihig the not profits 
of the company during the period he was in service to ho Rs. 3,0,000. 
Solutio n 

Rs. Rs, 

1. Income from Salary 

For ton months @ Rs. 1,000 10,000 

For ono month @ Rs. 1,50 150 

Car allowance for ten 

months @ Rs. 100 1,000 

Amount received jfrom unrocog. 
nized Provident Fund Bs. 5,200 

Less his own contribution and 

intero t thereon Rs. 3,900 1,300 

s ' 

Commission on net profit - 900 

V<aIuo of Rent, free quarter for ton 

montlis only • 1,000 14,350 

2. Income from other sources — ' * 6,000 

Total vTneomo 20,350 

Loss earned incomo relief 
1/5 of tho total incomo with a maximum 
of Rs. 4,000 ' , 'LOOO 

.'Faxablo income 16,350 

Provident Funds ■ 

A. salaried employee may ho a member to a provident fund which 
may bo of any of tbe three classes • — 

1. Provident Fund to which the Indian Provident Fund 
of Act 1925 applies 

Such funds are mainlainod bjr Railway Companies, '"Local 
Authorities, Ifnivorsities etc. A person Who is 'a member to such a 
provident fund is entitled to tho undermentioned privileges : — 

!• While calculating his salary income' only his own contribution 
to such a fund are included in liis salary, and employer’s contribution 
and a 11 interest thereon are ignored. 

3. Empolyee’s own contribution - to such a provident fund 
™Sether with life insurance premium is exempted from income tax 
Ibut not from super tax) up to 1/6 of the total income or Rs. 6,000 
which ever is Io'--s. 

Aueumulatod halanco of tho Provident Fund at the credit of 
the subsoribor when rocoivod is not taxable and is not to bo included 
m his total incomo. 
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2 Recoinised Foadi ^ 

(b) BecognUefl ProTldenl FoBd— Scc, 5S, 5> A, B, C. D, 

Rccocnition— The commKSioner of InMme Tax may 
rocogmzoaProvidenUund if fie »» satisfied that the rules of such 
fun^ comply with all Iho proTHions of soctiop 58C and rules male 
thcTeuudeT,o(theln<Mme TaxAfit The main conditions laid down 
undersectionSSC, to which such prorident fund mnst conform may 
bo fummanzed as below — * 

(i) that tho funds «hould be rested into ono or nioro trustees or 
under an irrorocabte trust, 

(u) that the employer shall not be entitled to rocorof any sum 
wliatsoovcr from tho fnnl except ’aherolho employee isdismi'sed 
for misconduct or voluntarily leaves the employroont without any 
reason. 

(m) that m any case such recovery shall bo limited to contti- 
bution made by tho employer hirn'dl and the interest in respect of 
eiich cotitrihutians or accumulations thereof 

(iv) that the subscription of the employee and/the contribution 
of the employer shall be tegular and not casual, 

(v) that the employer’s contribution shall not exceed tli® 
employee 8 subscription a« a rule unless it is so permitted by ^ 
commissioner in ca«6 of employees who«e salary does not exceed 
Its SOOO 

(ill that the employee 'ball be employed in India or Ibo principal 
place of business of the employer shall oe lo British India, 

(ill)) that the fund •hall consists of the contribution of the 
employee and employer and donations recoivedVby the tru tecs or 
accumulations thereof and of interest simple or compound in to*pect 
of such donation and accumulations or contribution and securities 
purchased therewith and of any capital gam arising from the sale, 
exchange or transfer of the capital assets of tho funds and no 
other Bums 

The applications for the ro ognition of the fund should bo sub 
nutted to the Income Tax Officer of the area in which the accounts 
ate kept aod contain tho follow Mxg puticdSan — 

(o^ I^ame of ttie employer, h» address and occupatioa 
(bl bkUmhet of employees ^uh-crvhmg Vo tho fund (i) m British 
Ind a,(ii) Indian State , (tiO ouhido India 

(c) Place where tho accounts of the funds are kept 
If tho fund K already »p existonco tho details of tho fund's 
investments and its last Balance Sheet sliould also be pent 

Tlie ap^ication for tlie recognition of the fund must accompany 
the trust deed together With one copy thereof to bo retained by the 
Commissioner and the rules of ibe fund 

The recognition once granted may also be withdrawn if the 
fund wntravenes with any of the conditions speoihed The Commi>i 
sioncrB onler relating to the funis recognition or ivitlxlrawalH 
dale^M^^rder Board of Itovcnue wilbm CO days pi, the 
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(B) Privileges 

(i) Employer’s contribution in such a fund and inlerost thereon 
are included in the statutry total income of the employee. 

(ii) Contributions of the employee and employer both are 
exempt from income-tax though not from super-tax xipto 1/6 of the 
salary or Rs. 6,000 whichever is less. 

Salary for this purpose means the regular payment received by 
the employee only and not any extras that are included in the definL 
tion of the salary under section 7 of the Act, such as the value of 
rent free house, allowances, bonus etc. 

(iii) Insurance premium plus the provident fund contribution 
both of the employer and employee are exempted upto a limit of 
1/6 of the total income or Rs, 6,000 whichever is less. (Total income 
for this purpose means total income exclusive, of employer’s contri- 
bution and interest on Provident Fund.) 

{iv) Interest on the accumulated balance of such a fund is 
exempted from Income Tax (not from super tax) to the extent that 
it does not exceed 1/3 of the amount of annual salary and at a rate 
not exceeding the prescribed rate f.e, 6% per annum. 

(t>) Accumulated balance received by the employee on death or 
on retirement is both exempted from income tax and super-tax. 

(b) Soper.&nnnatlon Fand 

A super-annuation fund may by approved by the Central Board 
of Revenue if complies with the following conditions under 
Section 58 B — 

(fl) The fund should be the subject matter of the irrevocable trust 
pertaining to some trade or business in British India. 

(b) The sole object of the fund should be to provide annuities 
for employees payable at the time of their retirement or on a specified 
date, 

(c) the employer must be contributing to such a fund. 

An assessee who is a member of the approved super-annuation 
fund enjoys the following Income Tax concessions : — 

(1) The contributions made by an employee to an approved 
super annuation fimd is treated in the same way as a payment of life 
insurance premium imder section 15 and therefore, such contributions 
and all other life insurance premiums is exempted from income tax but 
not from super-tax to the extent of 1/6 of his total income or Rs. 6,000 
whichever is less. 

i2) Income earned from the investment of such fund is exempted 
from income-tax. 

(3) Contributions made by the employers to the fund are treated 
as employee’s income and are allowed as a charge against the profit 
of the employer’s business. 

(4) The employee gets relief as regards such contributions to the 
same extent as the contributions to the recognized provident fund. 

(5) Any payment from an approved super-annuation fund made 
on the death of the beneficiary or in lieu of or in commutations on 
the death of the beneficiary or on his leaving the employment is also 
exempted from tax altogether in the hands of the recipient. 
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3 Unrecognized Provident Fund 

An as<i©ssoo who w a moaiber of an nurecogm/od provident 
fund taxed eabject to the following eondUlons — 

(0 Employees contributions to such a fund are not oxeropted 
from Income tax 

^ii) Employer 8 contributions at the eame tune are not com** 
dered periodically and are, thwelore, not liable to tax year ^ter year 
(ni) M the time of retirement or death provident fund aci^mo. 
lationa less employees’ contributions and interest thereon are taxable 
rod are to be included In the salary in the year of receipt 

(if) Life insurance premiums, paid by a member of an unre- 
oogmted provident fund, are, however, entitled to rebate to the 
extent of l/$ of the total tneome or Es. 6000 whichever is les« 


ExempUons tor Ule lasoranee Premlnns— Section 15 

ITo tax is payable in respect of any sums paid by an assessee to 
effect an insurance on his life or on the life of the wife or hnsbaod of 
the afisessee, or In respect of a contract of deferred annuity on the 
life of the assessee or on the life of the wife or husband of the 
assessee But if the assessee la a Hindu undivided family, IncDine-tax 
IS not payable in respect of any sums paid to eUect insurance oh the 
life of any male member of the family or lifo of the wife of auy 
such member 

Thus, ordinarily insurances on tho life of a child do not entitle 
an assessee to this concession It mast, however, be noted 
certain kind of insurance whtoh are for the bene&t of the child are 
treated as insorances on the life of the assessee under this seotiom 

Sometimes policies taken by the assessees to provide for lump, 
sum receipt for their children, for their marriages, education or other 
Bimilar purposes which are payable on a particular stipulated date 
even thongh the assessee may die earlier, such kinds of insurances 
are really insnrances on the life of the assessee as they are designed 
to provide for a bene&t considerably greater than annual payments 
in the event of the early death of an assessee Oonsenuently, such 
payments are entitled to rebate under this section The guiding 
principle m this connection ought to be that whether or not there 
IS a contract dependent on the life of the assessee, If so the payment 
Is entitled to rebate under the provisions of this section 


Contrary to this a Axed term policy where neither the premium 
nor the sum payable Is dependent on the life of the assdssee shall 
not be regarded as a life policy under this clause The amount of 
the premium that is exempted under this clause on insurance policies 
(other than a contract for deferred annuitlos) shall not exceed a sutn 
equal to the 10% of the actual capital sum assured without taking anv 
account for the benedt by way of biuui or otherwise 

The total amount of exemptions under this clause on aceoont of 
^mwutis and on account of proTideat fund contributions and deduc- 
tloM shaU not exceed, as noted above, m case of individuals 1/6 of 
Whichever is loss and 
in ease of the Hindu undivrfed famUy 1/6 of the total income of the 
assessee or Bs 12,000 whichever is less 
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It must be noted, however, that no relief is admissible on account 
of premiums paid out of income accruing or arising outside British 
India, where such foreign income is not chargeable to Indian 
Income-Tax. , But in case of residents where foreign income is 
included in the total world income and it is not oossible for the 
assessees to allocate definitely from which inc jme, Indian or Foreign 
the premium was paid, the relief will only be proportionate i.e. in the 
same proportion as the Indian Income bears to the Total Income. 
Illustration 26 ^ 

Mr. X is an employee of National Trading Corporation and is 
drawing a salary of Rs. 450 per month. He is contributing 61% of his 
salary to a provident fund to which his employer is contributing a 
similar amount. He is also provided with a rent free house, the rental 
value of the house is Rs. 400 per annum. He has also received a 
Dearness A.llowance of Rs. 25 per month. The amount, of interest 
credited on his fund at 4% per annum is Rs 500 and he has paid 
Rs. 1,200 as life insurance premium. 

Determine his income-tax liability if the provident fund is (i) one 
'to which the Act of 1925 applies or (ii) is recognized or (Hi) is 
unrecognized for the assessment year 1949,50. 

Solution 


(i) Id case the Act ol 1925 applies 


Income from Salary — 

Salary including D. A. ... 

Rental value of the free quarter ... 

Rf. 

5,700 

400 

Total Income 

Less earned income allowance @ 20% 

6,100 

1,220 


*4,880 

Exempted Income 

Provident Fund 

Life Insurance Premium 

Rs. a. p. 
337-8-0 
678—8-0 ■ 

Total ... 1,016 0 0 

' Tax payable on Rs. 3,864, (4880 — 1016) at the average rate of 

8'31 pies amounts to Rs. 167-4-8. 

N. B. — Average rate is calculated as follows - — 

Tax on.total income of Rs. 4,88o=Rs. 211 . 4 - 0 . 

. . , 211.4.0 '. 

Average rate of tax ^;ggQ-==8 31 pies. 

(ii) Id Case ol Becognized Fond 

Income from salary 

Salary including D. A. 

Employers contribution to provident P’und 
Interest on provident Fund 

Rental value of free quarter ... ... 

Rs. a. p. 
5,700-0- 0 
337—8—0 
500-0—0 
• 400—0—0 
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Total 

Less earned income aJIowance ® SOti 


^ C;557— 8— 0 
... J.387-8-0 


Taxable income 


5^50-0-0 


ExenpUd Income . 

Provident Fund Contribution ... 67S — 0—0 

Insurance premium ... 

Interest on provident Fund m 500 — 0—0 

Total ... I^IG— 0— 0 

Here tax shall be payable on tts. 5,5W and a rebate at the aver, 
ago rate shall be allowed Oft Exempted income of Us 1,516. 

^.B.— Only Rj 34 i « dllnved <ti exemption for iniuranct 
t^remtum beeauie Insurance premiumplus the proildenC /und contri&u 
eion both 0 / the employer and the era^Iojee arc exempted upto a limit 
of 1/5 0 / tM total income or Ri. 6.000 tohieheicr if lers. 

(ill) ID eaa« el oarecegolzed tood 
inoome Irom salary— 

Salary Income mcludinff B. A 
Rental value of free <|uarler 

Total 

Le^ earned incomo allo«rance 


Uv. 
... 5,700 

... dOO 

... 60^ 
... 1,*20 


Tazablo meuine ... 4,880 


Exempted Ineome 

Insurance pretaium to (be extent of 1/6 
of the total incame or Rs, 6,000 
whichever a less 

. Itere also the tax sl\aU be payable on Us. 4,680 and rebate at tive 
'average rate shall be allowed on exempted income of Its 1,016 
UlustrilloD 27 

T is in servxe asaprufesaor InacolIegO getting a saUryof 
Us 295 per month plub Dearness Allowance of Rs. 15 per month. 
Eis increment of Rs ISperraouth becomes due from'lst July 1948 
He 18 also cantributing to a recognized provident fund at a rate of 
10« and hta employer is oontrlhutins a similar sum. He is also 
provided with a rent free house of a rental value of Rs. 25 per month. 
Interest at 4% per annum on hvs provident fund account amounts to 
Rs 330. He has paid Ilf e insuraftco premium amounting to Rs. 660 
Calculate his taxaUe ineome from salary as also the amount of the 

exempted mcomo. 

Sclueion 


... 1,016 


Inoome from salary ' 

Salary for 4 months ® Rs. 295 
,. „ 8 @Bs3lO 

D A. „ 12 @ Rs. 15 

Rental rains of free <)uartGr 
Employer's coutributioa to Proridend Fund 
Interest on Frovident Fund 


1,180} 

'2,48oi 

180 

soa- 

366] 
330 ) 
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Total Income 

Less earned income allowance 20% 

' Taxable income 

Lxempted Income 

Interest on Provident Fund 
Provident fund contribution not exceeding 
1/6 of the ' iiliii ~ii III ( ry, , ifr f 
Insurance Premium r 


... 4,836 
... 967 

... 3,869 


Total ... 1,020 

N. B. Insurance (iremium together with provident fund contribu,- 
tion both of the employer and employee ts exempted to the extent of 
i/6 of the total income (excluding provident fund contribution and 
interest thereon) or Rs. 6,ooo tvliichever is less. 

Illustration 28 

Z is an employee in a company on a monthly salary of Rs. 1,200. 
A doduotion of 6^% is made from his salary for securing: a deferred 
annuity for him. He is also residing in a rent free house the rental 
value of which is Rs. 75 per month. He pays Rs. 2,200 as life 
insurance premium. Determine his taxable income from salary and 
exempted income. 

Solution 

Income from Salary Rs. 

Salary income ’ . ... 14,400 

Rental value of rent free quarter ... 900 


Total income ... 15,300 • 

Less earned income allowance @ 20% ... 3,060 

Taxable income ... 12,240 

Exempted Income - 

1. Deferred annuity amount ... 9 OO 

5j. Insurance premium ... 1,650*..' 

Total ... 2,550 


^The amount deducted to obtain deferred annuity and amount 
paid as insurance premium together should not exceed 1/6 of the total 
income or Rs. 6,000 whichever is less. 

Keitel under section 60 (2) 

Where, by reason of any portion of an assessee’s salary being in 
arrears or by reason of his having received in any financial year 
salary for more than twelve months he is assessed at a rate higher 
than that at 'which ho would, otherwise, have been assessed, the 
Central . Government may grant him an appropriate relief. In calcu. 
lating relief to be granted to an assessee in respect of a year any 
advantage gained by him in a previous year in which a part of the 
salary was short paid, will be taken into account. 
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Belief is also admissible wlien the aocamulated balance due to 
an ^sesseo parttc.paUnfC la an aareootjnlzed ptorideat fund Is 

received by him m a yesr.maWas bun liable to piy tax at aJWshe 
rale owing to the addition of the assessable porlioo of the rooney 
The tfllief will be calculated as under — 

(i) The amount fcceivod from tile unrecognired prov^ent 
wlueU repteseaU ttie eniployct a coatrlbutloa and Interest thereon wm 
be treated as separate Inwime (employee’s own oontri^tion an 
interest thereon being ignotedj and the tar will be levied oa it * 
the average rate appU«aUa to the a«se«t8ee*8 total Income for the lav 
three years preceding the year of the receipt. 

(ti) Tax on other Income of the year wiD bo levied at Ih® 
sppri^iate rate applicable to it 


lUatiTAUbU ^ 

The secretary of an insnrance oompany, retired from 6erv»« 
during the year ending dUt M jeh 1917 and drew Uio following 
amounts — • 

Salary including house allowance, bonus etc 11s 8,400 
Income tax deductol therefrom ^ 433 IS 0 
Provident fund (anreoognlsed) money etanding to his credit 
Ra 30,100 (50% bang employers oonUilntlon and interest thereon) 
which Was paid to him witbrat deduction of Income tax 

Uis net income from hou^e property emounU to Ks l,8S8 
Calculate the amount of tax paye^ by bun for the year 

Also caloilate the amount of tax payable by him if relief under 
section 50 (2) is allowed to him, assuming the rate of tax applioablo 
to bis ucome for assessment years 1943 44, 1944 45, 1945 46 to be 
129 14 d and lAl respectively 
Soluhon 


STATEMXirr or total income for the assis&hent \ ear 1917-48 

Income Tax 
Ra. deducted 

Income from salary including house allowance 8.4t>0 433 & 

Employer a contrirotiou to unrecognized Provtilent bund 


and Interest thereon 
Income from Property 

Total Income 

Earned income relief on Rs 18,i>00/ 80% 

Taxable Income 

Tax payable 

Less already dednsted 


Average rale of Income Tax — . VSa 00 
1^638 


10 100 
1,888 



3,700 


16,688 

Ri- 

2 465.0 0 

bs 

43‘lfj) 

Ra. 

2 031 4 0 

1 ^ 

8J6 
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If relief under section 60 (2) is allowed the amount of tax 
payable would be as follows ; — 

The average rate of tax for the as-iessment years 1943.44, 
1944-45, 1945-46 is = Ul pies 

o 

Income-tax payable on provident fund money i. e. Rs. 8,080 
(10,100 less 20% of earned income) at 14J. pies in the rupee will 
amount to Rs. 593-6.0. 

Income-taxfpayable on other incomes (Rs. 10,288 less earned 
income relief on salary income Rs. 1,680} i. e,, Rs. 8,61)8 would be 
calculated at the ordinary rates applicable to it, which wi'l amount 
to Rs. 669-12.0. 

Total tax payable Rs. a, p. 

Income Tax on Provident Fund 593 — 6 — 0 

Income Tax on other incomes 66 ’.12 — 0 


Total 

Less tax already deducted at source 


1,263—2—0 

433,12—0 


Amount of tax due 829 — 6 - 0 ' 


Note 

Income Tax on salary is charged at the rates applicable to the 
year in which the salary has been earned. Therefore, Income tax 
on salary earned in the previous year 1948,49 will be charged at 
the rates specified in the Finance Act of 1948. 
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ISTEREST ON SECDBtTIES (SeO 8) 


Tax under the head ‘Interest on Securitiee Is payable by m 
assessee In respect of interest recoreraWe by him on any eecarity 
of the GoTOrnment of India or the Provlnc-al Ooremment, or o 
debcatores or other secnritiei of money Issued by br on behail oi 
a Local Authority or Company | In other words, interest 
on debentures issued by firms, assoolations, clubs or Individuals » 
not assessable under this head but Ls taxed under the head other 
Isourcos Similarly dividends received from the companies on their 
shares held by a.ssev’ees are taxable under the head 'other aouw* 
and not under this head *1101 dividend received on tlie shares 
of Reserve Panic of Ind a are taxable under this head 

Income under this head 13 taxed when received except 
it Is part of the profits of the busirie^ or profession or vocation adop^ 
inj 5 mercantde B^em of accountancy that inoome under this bead 
would be taxed on accrual basis. 

\7hJo cornputing taxable Income from tteeurlties, the following 
aUowanees are admissible — 

(a) Interest payable on money borrowed for the purpose ^ 
investment in the securities by the as<euee except when mter^ 
IB payable outside British India unless either it Is interest on a puwiO 
loan Issued before let April 1938 or Income tax has been paid IQ 
tespectofUor there IS an agent In India from whom such tax can 
be recovered 

(b) Any sum deducted from Interest from securities by way 
of commission by a banker realixtog such Interest on bolialf of the 
assessee 1 e Banh a collection chargee 

In case the above charges admissible from interest from Becucitios 
exceed the interest on seoucttiee auoh a Ions can be set oft from 
Income from other fiourees 
Tblx free Government Seenrities 


Interest on the securities of the Central Government which are 
issued or declared to be tax free are exempt from Income tax When 
a Provincial Government Issues a aecmity as Inoome tax free, income, 
tax on mterest thereon shall be payable by that Provincial Govern, 
ment But for Investors such securities whether issued by the Central 
Ooveinment or by Provincial Oovemments Bland on the same footing 
But Buch Interest IS included in the computation of total laeomo of 
the assessee for the relative year for the purposes of deciding 
whether Bueh an assesseo is liable to moometax and also for deter. 

mlnmg the rate at which his other Inoome is liable to taxation 

■‘Wwn is-tAven w puroaase tarjree securities, then interest on 
suehl^n B^uldbe deducted from tax free interest alone and not 
merged with other interest. Bat tn case of hank or other concern 
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engaged in business similar to that of a bank which receives deposits 
or loans in the course of its business and invests money, the entire 
interest paid by such a business shall be allowed to be set oif against 
its entire income and no attempt should be made to allocate the same 
between that paid on the money borrowed and used in purchasing 
tax-free securities and that borrowed for other securities. But if there 
is definite proof that certain sum was specifically borrowed by a bank 
or similar concern for the purpose of investment in taxAee securities 
has been so invested, the interest on money so borrowed should be set 
off against the interest from tax-free securities and not from other 
income. It is so because interest from investments, including securL 
ties is regarded as business income in case of banks and other similar 
institutions. (Bombay ig4i, I. T. R. gS). 

Other assessees (i. c. assessees other than banks and other 
similar business) though are not a'lowed to set off interest on money 
borrowed for purchasing taxffree securities from other taxable income, 
but interest paid by such assessees on money borrowed for purch?.sing 
taxable securities can be set off against their income as a whole 
and liable to taxation and not merely against the income from such 
securities or dividends, provided, the money so borrowed is actually 
invested in purchasing securities and there is a clear proof to this 
effect. Mere inference will not be enough in this respect. 

Sale of Securities "Cum Interest” 

Interest on securities does not arise from day to day but on 
certain fixed days and therefore it is to be noted for income-tax 
purposes that the interest on such securities is regarded as the income 
of the owner of securities on the dates on which the interest falls due 
for payment, except in cases where sale is effected with a view to 
save income-tax as in ‘bond washing,’ Thus if securities are 
purchased ‘cum interest’ i. e. the price is expressed as a capital sum 
plus interest computed from the last due to the date of sale date interest 
paid to the vendor is not deductable from the interest actually received 
by the purchaser on the next due date in assessing the purchaser as 
the entire amount received on account of interest shall be treated as 
his income. Similarly when a security is sold as ‘cum interest’, the 
purchaser drawing the next interest and not the vendor, the vendor 
cannot claim for purposes of assessment that interest shoid be treated 
as the income and that he should be given credit for the amount of tax 
deducted therefrom. But if an assessee is a dealer in securities, the 
profit from the purchase and sale of securities will be taxable in his 
hands as it will then be income and not capital. 

Deduction of tax at Source— Sec. i8 (3) 

Persons responsible for paying income chargeable under this 
head ‘Interest on securities’ are required to deduct income tax but not 
super.tax at the maximum rate. But interest on Treasury Bills is 
treated as a discount and no income-tax is, therefore, deducted 
therefrom. The income-tax so deducted shall be deemed to be income 
received by the assessee and this shall be treated as a payment of 
income tax on his behalf, "^e nece.ssary credit being given to him at 
the time of assessment. Thus while computing taxable income under 
this head, the interest is to be grossed up. 

The person deducting income-tax is required to furnish a 
certificate to the recipient of interest to the effect that income.tax has 

9 
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been paid But if InleTeet l« collected by the banVew who 

given a Joint certificate for tho whole bteclc of ' ,* will 

from the bank indicating the amount deducted from tho interest 

be acceptable to the income.taT officer 

Beinnd Ol T»x— If a person receiving Interest on 
satisfies the Income Tax Officer that the actual Income ^ so dedu«» 

IS more than the tax payable by him tinder the Act he Rhell b* enUl 
to a refund of «uch excess tax paid by him on production 
Tax Certificate Such a claim of refund of tax mu«d bo made wimm 
four years of the last date of the financial year In which tho tax w 
deducted 

To avoid refund*, as«e*.soes whoso Income is exempt from tax 
c g certain cliaritable institutions, or whose income being 
R« 3,000 Is not chargeable to tax or whoso Incomes are chargeaDlo 
at a lower rate, may apply to the Income Tax Officer for a certificate . 
authorizing the peri-on paying the Interest to make no deduction ot 
tax at "11 or to deduct at a f peeified lower rate than the maximum rate 

becorllles held bj ladUo States or Bolini Princes and Cfaltla 

ha Indian State is not assessable (o ineome>tax or supc^f^* 
unless It carries on trade or business, Interest on securities ben by 
Indian Stste is, therefore, not taxable But this exemption does not 
apply to mterest on securities he'd by State Bank which is a eeparate 
entity by itself Interest on Government eeeunlles heldby BulUt? 
Princes or Chiefs as their individual properties, not as the property of 
the State, is taxable under the Law but It ha« been exempted under 
section 60 of the Act It is, therefore, not necessary in thelt case 
that any tax should be deducted from the interest paid but the rulers 
areteqnired to obtain exemption certificates from the Income Tax 
Officer through their Political Agent or Bcfidont of the State 
llluetration 30 

A person holds the following evourities in tlio year 1943 ended 
3Ut December 

(a) Ra. 37,!>00 3% OoveromeDt Loan 

tb) Bs 18,000 6i% Calcutta Port Trust Loan 

(c) Rs 32,000 C% Bombay Municipal Loans 

II Bombay Munioipal Loans he took a loan of 

Its 20,000 at 4i% from his bankers His bankers charged Bs C, as 
commission for collecting the interest on securities 

V ^ income from securities and tax to bo refunded 

to Him ii ne has no other mcome from any other aourco 
Solution 


^oome from securities — 

of Bs *7,500 835 

Calcutta Port Trust Loan of Bs 18,000 1 170 

Bombay Municipal Loans of Bs 32,000 1,920 


Tax 

deducted at 
source 


Total 


3,915 1,223 7 0 



COMPUTATION OF INCOME—II 


Less allowable expenses 

Interest on Loan 900 

Bank Commission 6 


906 


Total taxable income 3,009 

Tax payable on Es. 3,009= Es. 4.8.0 

Tax to be refunded to him — (assuming the assessee has no other 
somrce of income) 

Tax dedutsted at source Es, 1,223.7.0 

Less tax payable Es. 4,8-0 

Tax to be refunded 1.218.15.0 


N. B. Tax on Es. 3,009 ordinary would be Es. 94,5.0 but as this 
income exceeds Es. 3,000 by only Es. 9, tax cannot exceed ^ of this 
excess i.e. Es 4.8,0 only. Hence the assessee is liable to pay 
Es. 4.8.0 and the balance shall be refunded. 


Illustration 31 

X’s investments for the 5 ear ending March 31, 1949, consists of 
the following - 

■^{a) Es. 15,000 3% Calcutta Municipal Debentures, purchased 
on May, 15, 1946, interest payable on June 1 and 
December 1. 

^\b) 5% Tax-free Loan 1945 - 55 for Es. 1,50,000. 

\/ (c) 3% Calcutta Port Trust Debentures for Es. 30,000. 

v/ (d) 4% Loan 1940 — 60 for Es. 4,000. 

In addition to the interest on above investments he has received 
a dividend of 6% (less tax) on Es. 10,000 Preference Shares from Jute 
Mills Ltd. He was required to take a loan of Es. 12,000 to purchase 
Calcutta Municipal DebenWes on which he paid interest at 4% per 
annum. When he purchased the tax-free securities he took a loan of 
Es. 50,000 from his bankers at the rate of 3% per annum. All interest 
from investments including dividends on shares was collected by the 
bankers who charged a commission of ^%. 

Calculate the taxable income from securities and the tax payable 
or refundable assuming that the assessee has no other source of 
income,. 


Solution 

Interest from Taxable Securities — 


(a) 3% Municipal Debentures 
ih) 3% Port Trust Debentures 
(c) 4% 1940-60 Loan 


Amount 


Tax deducted 
at source 


Es. a, p. Es. a. p. 

450 0 0 140 10 0 

900 0 0 281 4 0 

160 0 0 50 0 0 


Total 


1,510 0 0 471 14 0 



llJOOWi: TAX ^ KCCOWm 


IiOTs allowable eipeii<<e‘» — 

Interest on loan for 101 montl** 
BanV Ooiranissxon 

Total Income 


Rs a P 
420 0 0 
7 8 0 


Its a. r 
427 8 0 
1,082 8 0 


Interest from Tet.free eecurlt*®* 

5% 1945—55 Loan 
Less allowable expenses — • 
Interest on loan 
Bank Oommisston 


1,500 0 
87 8 


Bs I 
7,500 


0 1,537 


Total Incom® 


5,962 8 0 


STATEMOrr of TOTAL IKOOUE 


Tax deducted 


Its a p, Rs a. p 


v>\\ 

471 14 0 


1, Interest from securities 

Tax tree secantles • 

Taxable Securities • 

2 Income from other Souto®® ■“ 

DiTidend on 6% PrefereP®® 

Rs. 10,000 Es 600 

Less Bank Commission **.527 0 0 187 8 


Total 

Exempted Inoome — 

Interest on Tax free SecuriP®® 
Taxable Income 


7,642 0 0 659 6 0 


Bs 
5,9 5Z 


1,679 8 0 


Tax payable on Bs 1,680 (nearea* rupee) at arerage rate of 
13 79 pies applicable to Rs 7,642- R« 120 U 0 
Tax refundable therefore 

Rs a p 

Tax deducted at source . 659 6 0 

Tax payable 120 11 0 


Tax refundable . 538 11 0 


Notes — 

S The irurchute of a security xd or c«m iiv does not male 
tTenre for Income To* furpotcs, as interest is deemed to be 
the income o/ tfie rerson who i* the owne' of the securities on the date 
wnen interest is due for payittent There/ore, fjiU year’s interest on 
3% Calcutta Muniapal Debenture has been taken into account though 
the security was purchased 
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( 2 ) Gonimfssion paid in collecting interest on tax-free securities 
and the interest paid on the loan taken for purchasing the tax-free 
securities is to be charged from the tax-free interest. 

(3) Interest on money borrowed specifically to purchase a 
particular investment is to be charged to the interest received from 
such securities from the day the securities were purchased i. e., from 
i5th May, in this case. 

(4) Income by way of dividend on shares is to be taxed as 
income from other sources and not as from securities. 

Note : — Income-tax on interest on securities is levied at the 
rates applicable to the year in which such interest has been earned. 
Therefore, in the assessment year 1949.50 inoorae-tax on interest 
earned in the previous year 1948.49 will be charged at the rates 
specified in the Finance Act of 1948. 



CHAPTER X 

COMPUTATION OF INCOME-llX 


ISCOMT moM PROPETWY (SEO. s) 


Inoometaxanderthabead is payiiS>le by an on tbo 

fconaMe afinuahalue of tte property wasl«ts of bniyin^, ^ 

appurtenant thereto, other than «och portion of tno Duuainss< or 
lands which are occupied for th» purpose* of his bi>iae«< or proles. 
Bton, the profits of which are chargeable to ioeonie tax 

It tanst, howerer, be temembored that Ineoms* frooi UtAs riot 
attached to buiWmgs are not ohargeable under this head and looomo 
dervredftam.'racarvtlandiUtoatln urban areas for the purpo«e of 
storing materials etc , IS chargeable under section Isundf^ the head 
‘Incotaa from other Sources*. 

Income from property under thin bead « taxable In the bands of 
the owner Tbusi vt an assessee dctlres income from property wbion 
he bolds on lease, the lotome *bJl be chargeable under the bead other 
Murces XI an assessee whettiet aoompany o" othctwise is carrying 
onbusmess of owning and letting out of property the profits Irojn 
TOth business ahall not be regard^ as business profits but aa 'iseosae 
from property* and thali be taxed as such 


Meaning of Bonafide Aooaal Vatae 

As noted eborc, Income from property is assessed on the ba^is of 
the bonafide annual raVue of the property and Ux a not payable in 
respect of actual rent ceceired unless the rent rtoewed exceeds the 
bon^e annual raloe The term *bonafide annual value’ of the 
property has not beeu defined by the Act Bat it meaus full annual 
rent at wWoh the property can be letfrom yen to year— the owner 
bearing sH owner's burden Including afi taxes and charges aud tenant 
bearing all tenant’s charge" It must, however, be noted that no 
deductions from the bonafide auDusI value on account of any tuunU 
oipal or local rates or taxes are allowed 

tVhat IS. therefore, the annual rental value, IS a uaestion of fact 
to be determined on the evideace Incase lbs property has been let 
fcv full one year, the anoual rental value maybe determined on the 
basis of actual rent receired, otherwise, the mun»cipai valuation m 
mban areas provides a fairly good estimate of the annual value 
Ordinarily, in such cases taxis pa v^le on the basis of a rtn*i rent 
reeved or the manieipal'valuattou of the oronertv. wh,<ibW»r' 

IS hiffber ^ " ^ 


V?bere m the tenancy agreement the owner pays the occupier’s 
share of municipal tax, the am«mt included m the rent on account of 
such tax IS deductable from the gross teat for the purpose of anamg 
at the bonafide annua! value Oo the other hood, if the tenancy 
agreement provides that the tenaut will la addition to the regular rent 
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ayaWe to th.e owner, pay to the municipality the owner’s share of 
as, such tax shall he deemed to be a part of the rental value and must 
le added to the rent to arrive at the bonafide rental value. 

If the property is in the occupation of the owner for residential 
lurposos, the annual value of the property cannot exceed 10% of his 
otal income, including this notional income. But if the municipal 
'aluation of the property is lower than ton per cent of the assessee’s 
otal income (including notional income) then tax would be chargeable 
^in the basis of this municipal valuation. The annual value in this 
3onnection means the gross annual value before malcing the various 
leductions permissible under this head. 

Deductions allowable 

(i) For repairs 1^6 of t,b» v^ahm ; iu British India the cost 

of repairs is a fixed proportion of the rental value and does not depend 
on the actual expenditure incurred. If the owner has undertaken to 
bear the cost of repairs the. allowance for repairs will be fixed at 1/6 
of the annual rental value and can neither bo increased nor decreased 
as it is a statutory allowanc e. But where the tenaut has .undertaken 
to bear the cost of repairs then the sum allowable under ibis head shall 
be the difference between the annua! Value and the rent paid by the 

> tenaut, upto but not exceeding 1/6 of the annual value. Allowance 
on account of repairs is allowed to the extent of 1/6 irrespective of 
the amount of expenditure whether incurred or not. No separate 
allowance in respect of house tax, municipal tax etc. can be claimed 
as they are supposed to be included in the statutory allowance of 1/6. 

' {Calcutta L T. C. 439), (AUahahad L T. C- 234 ) (Lahore 1 . T. C. 439 ) 
and (Bombay I. T. C* 32o). 

(ii) The amount of any annual premium paid to insure the 
property against risk of damage or destruction. The premium paid 
to insure against loss of rent is not allowed. 

(iii) Where the property is subject to a mortgage or other 
capital charge, the amount of interest on such mortgage or charge is 
allowed as a d^uctiou from the income from property. The purpose 
for which the charge or mortgage was created is irrelevant except 
that the property mortgaged must relate to the same assesses if the 
interest is to be deducted. If the interest on mortgage is payable 
outside India, tax on it must have been paid or deduct^ at source 
if it is to be allowed as charge on property. In case of property 
owned by a family, in order that interest may be admissible, the 
charge should be created by the family as a whole and not merely 
by some of its members, (I. T. R. 1936, 164). 

(iv) Any sum paid on account of land revenue, in respect of 
such property. 

. (v) In respect of collection charges, a sum not exceeding 6% of 
annual value (gross) is allowed. No collection charges can be allowed 
in respect of property occupied by the assessee. Proof of collection 
charges must have been submitted before any allowance in that 
respect can be claimed. - 

Legal expenses incurred in recovering rents from tenants arc 
permissible deduction but shall be allowed as a part of collection 
charges which can in no case /including legal expenses, exceed the 
statutory allowance of 6%. 


iSCOHE.'tAX LI.W & ACCOUtn^ 


(w) Interest on capital borrowed for the pufchise, cgnstnicUon, 

repair or tenc’wal of the property 

(til) Annual charge on property which is not of a capital 
nature. 


(viii) VBciatT tllowaote 

Vacancy allowance being a sum proportionate to the 
annual value according to the period for which property has femam« 
vacant can he datmed as admiaalWe deduction. It roust be noted t 
this oonnec.ion that no vacancy allowance ean be clahned In reepcct 
of the property which la meant for the aaseesee's own occupatton or 
for his guestsi as vacancy relates primarily to cases where tlie Iwuw 
w habitually let out to tenants (Ptftna I. T C 35. niiJ f-T^^ 

85). IJuTing the period a house Wng ihso\autlei « U tept ehut oy- 
the owner, vacancy allowance can also be claimed 
(xt) Uoreillzed Beat 

Unrealired rent in respect of any Tvoperty eieroptM from 
taxation and vs not moluded m the computation of total income, 
provided - 

to the tenancy is lionahde ; 

(jj) the defaulliog tenant has vacated or sleps have been taken 
to compel him to vacate the property ; 

flu) the defatAtiog tenant U not in the occupation of any 
other property of assesses ; 


(a) the assessee has taken all reasonable steps to institute 
legal proceedings for the recovery of the unpaid rent ; 

(0 the assessee has for that year in which it was due paid 
income tax in respect of the anouat velna of the property. 


lose OB property 

Tho most important change mad© in tho assessment of property 
income is the removal of the proviso that the dcduollon for repairs 
and other allowances noted ab^e, must not exceed the annual value. 
Hence nnder the present Act, the income from property can be minus 
The ©Beet of this proviso was that whilst a biumess man could set 
off the loss maue m a bnSine&s against other income, the property 
owner who made a loss conld not do this. The removal of this 
distinction is a welcome feature partlonUrly for the property owners. 
In other words, any loss on income from property can now be set 
oC against income nnder other heads 


Joint OwDcrsblp 

. Where property is owned jointly and tho shares are definite and 
ascertainable the owners are not assessed as an association of persons 
as in the past but the ehwe of each partmwner is assessed on him 
as part of his total income. The Importance of this is that it removes 
at one stroke bo&, an sse^se ef 4he 

Thns if A and B each hss an Inoomo of Rs. 7,000 and jointly own 
(In e<inal shares! property worth Rs. 600 then if they are assessed as 
an association of persons in respect of this Rs. COO no tax will bo 
payable on it because it Is les* than Bs 3,000, the exempted limit. 
Batjiow half of Ba 600 is included in ea^ of them incomes and 
Bsje^ed accordingly On the other hand, if 0 and D jointly own 
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property worth Rs. 3,300 but have no other income, then, if under 
the old law they were assessed as an association of persons they 
would have to pay lax at one anna in the rupee on Rs. 3,500. But 
now, instead of Rs. 3,500 being assessed as a single income of an 
association of persons, C and D will be treated as having an income 
of Rs. 1,750 each and will, therefore, each be exempt. 

Illnstratlon 32 

Mr. Gopal Krishna is the owner of a house, the annual letting 
value of which is Rs. 6,000. He olainis the following expenses : — 

Repairs Rs. 600 ; Interest of Mortgage Rs. 500 ; Collection 
Charges Rs 150 ; Interest on loan taken to reconstruct the house 
Rs. 100 ; and Interest on overdraft for the purpose of the marriage 
of his daughter, Rs. 500 ; Ground Rent Rs. 110. 

Ascertain his taxable income from property. 

SoUuion 

1 ncome from property : — 


Annual lotting value 


Rs. 6.,000 

Less allowable expenses 

Rs. 


1/6 Repairs allowance- 

1,000 


interest on mortgage >' 

500 


Collection charges 

150 


Interest on loan *- 

100 


Ground rent '- 

> 110 _ 

1,860 

Taxable -income 


Rs. 4,140 


No.'e 5 — I. Allowance for repajTS is fixed at if6 of the annual 
value of the property and is allowed irrespective of the actual amount 
. spent. . , 

* 2 . Interest on the overdraft taken for the purpose of assessee's 

.daughter’s marriage has no connection uiilh property and therefore 
does not form an admissible allou ance. under, this head although if the 
property is mortgaged for this loan interest would be deductible* 

IllDstratton 33 ^ ' 

X is a owner of the property of annual letting value of Rs. 6,000. 
Y is a tenant in .the house who has agreed to pay an annual rent 
Rs. 5,400 and has undertaken to bear the cost of repairs. The house 
remained vacant for two months in the year. X claims the following 
expenses in relation to the property- : — 

1. Interest on loan taken on the mortgage of the house for the 
purpose of the marriage of his daughter Rs. 600. 

2. Legal expenses incurred in collecting rent Rs. 50. 

3. Collection charges Rs. 400. 

4. G.round rent Rs. 20. . 

Ascertain his taxable income from property. 

10 
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INCOME TAX LAW ACCOUNTS 


Solution 

Inrota® ftoB prtpet\j 

Anni»l letting value 
Less admissible allowances — 
Repairs 

Collection charges including 
legal expenses 6ia of the value 
Ground rent 
Mortgage Interest 


Vacancy allowance 2/12 of 6000 

Taxable Income 


Rs. 

Rs. 

6000 

GOO 


SCO 

20 

600 

1,560 


4,420 

1,000 


Rs ~M20 


Uotei —t Rexatrs aHowanee tn case of ptoFerty v/hicK is unier 
the occufidtion o/ ihe tenant who bdt undertaun to bear the cost of 
rr^otrs, tt restricted 10 the di^erence between the annuol lalue and 
the rent which the tenant has agreed to {>071 subiecc too maxitnum of 
i/6 of the annual talue 

3 Legal expenses form part of the colleelion charges uh'ch 
should not exceed W of thethnual lolue 

3 Vacancy allowance can be daimed on the Qross annual talue 

Mr M 0 Gupta is drawing a salary of Rs 300 per mouth and 
18 having income front other sources amounting to Rs 130 He has 
two bouses in one he -resides, the municipal valuation is Hs 23^^ 
The other houses is let out on an annual rent of Rs 2,400, the annual 
value being Bs. 130 He paid Rs Was Ground rent for the pro- 
perty occupied by him Calculate his total income 
Solution 

STATEMENT OF TOTAL JSCOME 

1 Income from Salary 

2 Income from Vioperty 

3 Income from other eources 

Total Inoome 7,691 

N B Income from property has been, calculated as under— 
Property let out — Rs 

Ajuinal value 2,400 

Le«s 1/6 of re{»lra 400 

Property occupied — *■ 

Annual value 

Leas 1/6 for repairs l?8» 

Ground rent 50 j-g 


Rs 

2,000 

S9l 


Rs 
3 600 
2,691 
1,500 
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1. The annual value of the property occupied has been caloulat. 
ed as follows : — 

Let the gross annual value of the property occupied by the 
owner be x ; the total income will be : — 

Rs. 3, 600+2, 000+1, 500+(x -1/6 x— 50) or x— 1/6 x+7050 
Hence the value of the property occupied is 
1/10 of X— 1/6+7050= 769 

In order to calculate the gross annual value of the house occupied' 
by the owner the following formula can be'readily applied : — 

Gross annual value of the property is equal to 1/10 of 12/11 of 
the total income minus expenses (except 1/6 statutory allowance for 
repairs) in connection with the property. Thus it will be calculated 
as follows : — 

Gross annual value is 

1/10 of 12/11 of 7100—50 
= 1/10 of 12/11 of 7050 
= 769 

The above formula has been derived as under ; — 

House Property Income =» 1/10 (Total income + House property 

Income — 1/6 for repairs— Expenses) 
= 1/10 (Total Income + ^ House proper. 

ty Income — Expenses) 

= 1/10 (T. I. +5/6 H. P. I.— Exp.) 

6. H. P. L = ]/10(6 T. L+5 H. P. 1-6 Exp.) . 

= 1/10 (6 T. I.— 6’Exp.) H. P. I. 

=1/10 (6 T. I.— 6 Exp.)+J H. P. I. 

6. H. P. 1.—1 H. P. I =1/10 (6 T. I.— 6 Exp.) 

V H. P . I = 1/10 (6 T. I .—6 Exp.) 

H. P. I. = (T. L— Exp.) 

The same result can be derived by the f ollowing formula : — 
Net value of the property occupied= l/ll (Total Income — admissible 
Expenses). * 

The result so arrived at will be the net value exclusive of 
the 1/6 statutory allowance for repairs i.e, (Gross value — 1/6 
for repairs) other expenses shall be deducted with a view to compute 
the total taxable income. 

To illustrate it net value of the property owned and occupied 
is calculated as given in the question above. 

Net yalue =1/11 (Total Income — admissible Expen. 

' , =1/1^7100—50) 

= 1/11 of 7050= Rs. 641 

But the gross value = l/ 10 of Total income including notion- 
al income from property occupied 
as weU. 

= 1/10 (Rs. 7,050+641) 

= 1/10 of 7,691= Rs. 769 

2. The property is taxable or the annual rental value or 
municipal valuation whichever is higher. 

Illuflration 35 

X owns three houses of the municipal valuation of 2,000, 1,500 





VC 

and 1.600 respectively Tirathonse la used partly ‘"J 
partly for the residence ef the propr ete The mnj""Pa' ™ ^ 

tor the torraer is Es 800 the eecoird honro 
rentoIEs 78 per month and other part la Biven to 
of the business, fee profits of which arc taxahla ,» 

are required to pay no reat The thud houso is wholly let o °t 
Its 60 per month Calculate hts tnablc property 

assuming his profits from business amounting to Ks 4,000 
Solutior 


iDcooe from Property 

Annual letting Taloe of the part of second house let 
Annual letting value of the third house 

I ess 1/6 for repairs 

Total 

First house (partly used by the owner) 

Annual letting value Re 6Cl 

Vessl^Mor repairs Its \\l 

Total ineome from ptopetty 


Ita 

900 

1,600 

’”2,500 

416 

2,084 

555 
Rs 2^7 


N D The value of the property used by »He evner for hw eum 
residence hos been ealcuUeed occordini to ihe some /ormula lU expwRed 
above, vu , Annual Uiting value 0 / the house punly u>ed by the owntt 
\s aieertained as fgllouis Rs 4 rfioo+ 2 o 34 0 / l/lO 0 / 18/11“ 664 
STATEMCrr of TOTAL ISOOMB 

Rs 

1 Income from Property 2 637 

2 Income from Buvlne^ 4 000 


Total 6 637 

Less earned Income allowance 800 

Taxable incame 5,637 


Notes — : The Income of the part of the first house which ts 
occupied for the business and the pa t 0 / the second house occupied by 
the employees of the bus ness, the propti of which are cfiargeable to 
tax, IS not taxed under the head ‘income from property,* for while 
MrnputinE the taxable pro/ir of she business no ollowanee shall be given 
JOT the above two items and thus she income from the above two houits 
1 ®****”*** ®’*‘f ty the ewrloyees 0 / the business 

wiU be automatically taxed 
Illoetratioa 3b 


ru to an insurance company at a salary 

9^,^ P" »no°th He contnbnlea 61% to a recognized prowdant 
fund of ^mpany and <»> ^a! amount is oontributed by the 

ISnts toS’sw ** "" Pto»M»"l Ctod 
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He also owns a house, the municipal valuation being Rs. 1,800 
which is let out at Rs. 175 per month. His expenses in respect of 


the property were •*— 

Rs. 

1. Interest on the mortgage of property 1,200 

2. Laud revenue 40 

3. Premium for fire insurance 150 

4 Interest on the loan taken to repairs of the house 600 

5. Municipal Taxes 50 


The house remain vacant for two months during the year. 

Ascertain (a) the taxable income from property, (b) total income, 
(c) the exempted income. 

Solution 


Income from Property : — 

Rs. 

Rs. 

Annual letting value 


2,100 

Less allowable expenses i — ’ 

1/6 for repairs 

350 


Interest on mortgage 

1,200 


Land revenue 

40 


Interest on loan 

600 


Insurance premium 

150 


Vacancy allowance 

350 

2,690 

2/12 of 2100 

Loss on property 


—590 

STATEMENT OF TOTAL INCOME 



Rs. 

Rs. 

Income from salary 

6,000 


'Employers contribution to 

Provident Fund 

375 


Interest on Provident Fund 

300 

6,675 

Loss earned Income Allowance 

1,335 



5,340 

‘ Less Loss on property 

V 

590 


Taxable Income 

4,750 

Exempted Income •• — 

Rs. 


1. Interest on Provident Fund 300 



2. Gontributioa of employer and 

the employee to Provident Fund 750 

loscT 

N. B. Income from property is taxable on the basis of the actual 
rent received or the Municipal valuation of the property whichever is 
higher. 

Exempted property income Sec. 4 Sub-section 3 (xii) 

With a view to encourage private construction of residential 
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houses for tbe first tlmo by Ibo Income.Tax AdrocTKlTnent 
bonsfide annual value ot all bi^Mlog*, the construction of which nw 
commenced and completed between Igt April, 19(6 to 31st ^ 

a exempt from tax for a period of two years only from the date o 

completion of buildmg It must be dearly noted that this exemption 

does not apply to houses construclod or used for business purposes, 
UlvMtrnUoo 37 

A man owns a bouse whoso annua! letting value is Its C/WO He 
has also constructed a bouse in tho year 1947, the construction ol 
winch, was commenced on November 1916 and was completed by 31't 
Match, 1947 The annual letting value of this newly constructed honse 
IS Rs 3,WW The new house has been constructed at a cost of 
Its 15,000 which was borrowed at an interest of 6%. The following 
expenses aro incurred in connection with tho old house, 

1 Qtound rent , 100 

2 Insurance against fire ... 300 

Calculate the taxable inounio from tho property for the 

assessment year 194&.49 


Solution 


STATeuEST OF TOTAL IKOOUE FROM Pr.OrEJVTY 
Its 


Income from the old hou«o 6,000 

L««s allowances « Rs 

1/6 for repairs 1000 

Oround rent 100 

Insurance against firo 300 


1,400 


Taxable Income 


Note —A* the coniiructlon of the new house hiu commenced and 
completed between Nowmber T9V6 and 3iJt March, i5>47* its annual 
income u not taxable /or a Peftod of two years and lo it fifli not been 

taxrn irifo constaeration And at the income from this house is exemrt 
from tax, the interest on loan taken for tti constTUCtlonwill also not be 
allowed 
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COMPUTATION OF INCOME— IV 
Income derived from Basiness, Profession or Vocation (Sec. lo) 

Under the present Act, tax under the head ‘income from business 
profession or vocation,’ is payable in respect of the profits or gains in 
any business, profession or vocation. Formerly before the passing of 
the Indian Income.Tax Act of 1939 income from profession or vocation 
was taxed under a separate head, but now two heads viz- business and 
Profession are amalgamated. 

The word fijusiness’ under the Act has been defined so as to 
include any trade, commerce or manufacture or any adventure which 
is in the nature of trade, commerce or manufacture [sec. 2 (4) ], while 
a profession relates to any occupation requiring intellectual skill or 
manual skill controlled by the intellectual skill of the operator e. g. 
painting, siirgery. In other words, a profession as distinguished from 
business does not involve the production or sale of commodities. 
A vocation is a calling carried on for the earning of one’s livelihood 
'and is distinct from employment e. g. insurance agent, a singer, a 
dancer, etc. 

In deciding whether a particular activity would constitute 
business or otherwise, regard is to be had on the intention of the 
person carrying on the activity. Business constihite an activity 
which has for its object the acquisition of some profits. At the 
same time carry ing on of business can only exist where there is 
a succession of acts or a continuity of transactions. The performance 
of a single act is not enough to constitute business (Bombay, ig33 I. T. 
R. 34i), e. g. Frequent purchases but casual sale of stocks and shares 
does not constitute ‘business’ (Allahabad I. T. C. 81) 

Principle of computing taxable profits 

The principle of computing profits under business, profession or 
vocation is not specifically defined in the act. The act simply lays 
down the various admissible and inadmissible allowances." Thus with 
a view to compute taxable profits under this head, the Profit and Loss 
Account is to be redrafted and for the purpose we may either (a) begin 
with the Gross Profit and deduct therefrom all admissible expenses 
omitting all incomes not chargeable under this head ; or (b) begin with 
the Net Profit and add to it all inadmissible expenses and deduct from 
it all other incomes which are not taxable under this head, such as 
Interest on Securities, Profits on Speculation etc. 

The result so obtained by any of the two methods would give 
taxable profits from business. 

Deductable allowances [Sec. 10 (2)] 

The following allowances will be deducted from the gross income 
or profits to arrive at assessable business profits or income 

(1) .^y rent paid for the premises where such business or 
profession is carried on : — In case where some part of the premises is 
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iiaed for resilentisl parposw proportionate rent will bo a«ovfed 
Ront paid by a firm to a partner w ateo an alimiwiblo eincn'O But U 
the premiaei are owned by tbe owner of tlie bu^ine<a, no allowance In 
respect of rent is permitted as tbe owner u also not liable to pay tax 
m respect of income from such property 


m Interest on oipital batrowed lot purposes of business —In 
case U IS payable outside British India, It will not bo allowed unless 
Uxhas been deducted or there Is an agent from whom tax can bo 
recovered Interest paid to partners by the firm cannot bo allowed 
Similarly, no jlowanco can be daimed In respect of interest on share 
capital of companies but interest on debentures U allowed Incase 
of interest paid to relatloxia and servants, onus of proof that the loans 
Were borrowed for the purposes of biBmess re«ts with the assesses 
(Puma I T C a3:) 


(3) Premiums paid in respect of insurance against risk of 
damage or destruction of budding, plant etc, used for business 
purposes Sums actually spent on premiums are allowed, but moneys 
setasideasan Insurance Fund ts of a nature of reecrve and, there, 
fore, not allowed 

(4) The amount paid ♦or current repairs of Gilding, plant or 
(ornitare used for purposes of Imsiness —It must he remembered that 
ody conent repairs we allowed under thts head but expenditure 
which would involve an increase In capital value is disallowed, « g 
repairs incurrod at the time of the tnTchase ot a fixed a«set \n order 
to render the asset swvieeable is of capital nature and Is, therefore, 
not admissible Repairs incurred in renewals of rails and sleepera by 
a railway company are cunllaxly not allowed. 

(S) Rates and Taxes— Lend revenue local rates or municipal 
taxes paid m re«pect of the proportion of the premises which is used 
for the purpose of business, proltesion or vocation are admissible 
expenses ho allowance, however, can bo claimed for any other 
kind of rates or tax 


(6) Bonus CO cTnployecj— Any sum paid to employees by way 
of comm^sion or banns for services rendered is an admissible expense, 
provided (i) if such sura would not have been payable to him as 
profits or dividends, (ii) if It would have not been paid as bonus ot 
commission, (lu) if it is a reasonable amount considering the pay 
and the conditions of the «wvlc© of the employee, the profits of the 
business and is the general practice in business, profession or vocation 

(7) Bai Debts- An allowance for bad and doubtful debts can 
be claimed on following conditions — 

(0 If the accounts are kept on mercantile system and not on 
business where 

"® flowed nreapective of the system of accounts 

.Id Iherrfor., loa of rtook „ trad, ui dean,«,\ tradm^to' 

“ "" •“ 

(ill) The amount allowed can in i 
actually written off 


I no case exceed the amount 
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(if) If the amount is ultimately recovered on such debts or 
loans is greater than the difforcnco between the whole debts or the 
loan and amount so allowed, the excess will bo deemed to be a profit 
'in the year when it- is recovered and if less the deficiency will be 
deemed to be a business expense. 

(8) Dead or useless animals. Animals used for purposes of 
business if die or become permanently useless the amount of loss can 
be claimed as admissible expense. But the amount allowed shall bo a 
difference between the original cost to the assesses and the amount 
realised in case of carcasses. 

(9) Depreciation alloivancc. The old system was to allow as 
depreciation a prescribed percentage of the original cost of the asset, 
the percentage being prescribed by the Central Board of Revenue for 
each separate class of assets. Additions to plant etc., also ranked for 
depreciation so that it was necessary to keep a record of the date upon 
which each new asset was brought into use and a record of the date 
when the full cost had been completely exhausted by allowances. In 
a large business this meant that the records had to be very detailed 
and errors constantly arose. Apart from this the system led to some 
rather absm’d results. Thus in some business assets were being used 
and were in perfectly good condition even though, according to the 
rates prescribed by the Central Board of Revenue, the asset ought to 
have been worn out long ago, the total of the allowances having 
reached 100% of the cost, years previously. Hence the Income-Tax 
Enquiry Committee in view of the recommendations of the U. K. 

' Royal Commission on Income-tax, 1920, recommended the adoption 
of the “written down value method’’. This proposal of the Committee 
was opposed by the Federation of Indian Chambers of Commerce and 
Industry which strongly pressed to the continuance of the old method 
saying that it is not neces.=ary to invite any further complications in 
respect of this matter specially when there is no distinct and sub- 
stantial advantages to be gained by the changes. “The Federation 
• also pointed out one more disadvantage of ‘written down value 
method’, as it permits higher amount of depreciation on the plant or 
machinery in the earlier years when it is new and a much lesser 
amount in later years when the same gets worn out.” To my mind 
it is not a disadvantage but an advantage as it keeps a balance between 
repairs and depreciation which is very important from commercial 
point of view. In early years when machinery is new, it is always 
safe to provide more for depreciation as no repairs are to be carried 
on. But as due to wear and tear or passage of time, raachinerybe- 
comesold and needs constant repairs, the businessman is not in a 
position to provide more for depreciation charges due to high costs of 
repairs. So from commercial point of view, written down value 
method seems to be satisfactory. 

The Act as emerged in its final form from the legislature lays 
down that the depreciation is to be calculated upon what is called the 
‘written down value’ of the asset, that is to say, the cost less previous 
allowance, instead of upon cost. An example will make the difference 
in the method of calculation clear. Let us suppose a motor car 
costs Rs, 10,000 and is wholly used for business purposes. If 
20% Was formerly the prescribed rate under the old (cost) basis 
'Rs. 2,000 would be allowed each year, for five years. If 30% is to be 
allowed under the written down value basis Rs. 3,000 would be allowed 

ll 
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lU the first year, and this would lewe R?. 7,000 (Us. 10.000 
Rs 3,000) as the writtendownTalue after the first ; Its. Z,iuu 

1^0% of Rs 7,000) wonU be attiwcd \n the «econd year and this 
leave Rs 4,000 ; of 30X i£. Rs 1,470 would be allowed in the 
next year and so on, so that the allowance wou’d bo high tn the 
earlier years and low m the later yesr«, always diminishing but 
reduced to nothing until the asset Is sold, when the excess of the 
written, down value over the sale price of the asset i* allowed as 
ohsolescenco or the deficit brought into the profits as an incidental 
taxable receipt •* 

The following points nmsl be remembered while dalmtos aQ 
allowance for depreciation — 

(i) Depreciation ordavarily means wear or tear or shrmtaS® 
the value of the asset which cannot be made good by repairs. 

(ii) Allowance can only bo claimed for such bnilding, plant, 
machmery or the furniture which are the properly of the assessee 
and which must have been used for the purposes of business in t“® 
year the profits of which are being computed. Buildings belonging 
to the owner of the business and are used for hLS employees, shall be 
regarded as buildings used for bnsincss provided no rent is otiarged 
from the employees 

(ill) Depreciation is allowed on the written down value at 
prescribed rates except in ca«e of ocean going steamers where it is 
computed at original cost. 

Written down value for purpose of depreciation allowaneo 
means (a) in case of the assets aeqmred in Uie previous year, the 
actual cost to the assessee ;(M and m caso of assets aequiru before 
the previous year, the actual cost to him less all depreciation actually 
nWowed^^abnin w\icr years. 

Por the calculation of depreciation, the following process may be 
adopted (a) group the assets according to the rata of depreciation, 
allowed->5 percent; 7) percent; etc (b) deduct from the figure of 
value brought forward, the previous year’s allowance for depreciation, 
(c) add the cost of plant, etc added daring the year, (d) deduct the 
sales and (e) and calculate the depreouation at the prescribed rate on 
the remaining sum 

(ii) In case of a change in the ownership of the business, the 
depreciation allowance to a euccc'sor is worked out on the basis of 
the original cost to the successor A successor, therefore, is not 
entitled to the advantage of unabsorbed depreciation (explained 
below), which his predecessor might have been entitled to. 

(u) Unabsorbed depreciation allowance { e. depreciation allowance 
due but not clawed due to the absence of profits can now be set off 
gainst the profits of su^uent years without any limit as to time 
hut this privilege is alkwed to only unabsorbed depreciation on account 
of assessment year 193M0 aud onward and not to depreciation on 
account of assessment prior to 1939 40 

depreciation unabrorbed prior to 1939.40 shonld bo capitalised 
te added to the d^reciated value of the n-^set for the pu^se of 
arriving at the written down vaiio of the asset for 1940^1 Msess. 
ment. B^meM loss can only be carried forward for six years but the 
unabsorbed depre^tion subsequent to the assessment years 
1939-10 can be carried forward iirfefinitely. Thiw loss brought forward 
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should be first set of and thereafter the'accrued depreciation, so that loss 
may not expire. For example, if the loss carried forward from 1943,44 
assessment is 10,000 and the unabsorbed depreciation carried forward 
is Es. 50,000. Profits for the assessment year 1944.45 Rs, 65,000 and 
depreciation admissible for the year is Ks. 25,000. The claim for the 
unabsorbed depreciation will be calculated as follows 

. Profits for the assessment year 1944-45 ... Rs. 65,000 

Less depreciation admissible for the year ... Rs. 25,000 

Income for the assessment year ... Rs. 40,000 


Out of the income of Rs. 40,000 in the first instance the business 
loss carried "forward will be written off, thus after writing off the 
previous loss of Rs. 10,00d there remained only Rs. 30,000 as the 
profit of the company. Now out of the unabsorbcd depreciation of 
Rs. 50,000 only Es. 30,000 can be claimed this year and there remains 
a balance of Rs. 20,000 which \.'ill be claimed in the next year’s 
assessment. 

(vi) The aggregate of the depreciation allowance should in no 
case exceed the actual cost of the asset to the assessee. This is 
automatically provided for under the written down value method, 
whore the total depreciation allowed can never exceed the cost of 
the asset. 

Depreciation in case of Double Shift. An extra allowance upto 
a maximum of 50 per cent can be claimed by an assessee if he can 
satisfy the Income Tax Officer that the concern has actually worked 
double or multiple shifts. This extra allowance will be given in 
proportion to number of days during which such double or multiple 
shifts have worked out. For the purpose of calculating such allowance 
300 days are considered as a normal number of working days for 
full one year. 

Additional depreciation in case o! new constmctions of Suild, 
logs and new installation ol plant and machinery. 

Where the buildings have been newly constructed or the 
machinery or plant newly installed after the 31st day of Mardi, 1945, 
a further sura on account of depreciation (which shall, hojsmver, not 
be deductible in determining the written down value for purpose 
of depreciation) can also be claimed in respect of the year ./of erection 
or installation on the following basis : — / 

fi) in case of buildings the erection of which' is begun and 
completed between the Jst day of April, 1946 and the 31st day of March, 
1950 both (dates inclusive) to 15% of the cost thereof to the assessee 

(:0 in the case of any other buddings to 10% of the cost thereof 
to the assessee. 

(Hi) in the case of machinery or plant to 20% of the cost thereof 
to the assessee. 

(lo) Obsolescence. The Committee of the Federation of Cham- 
bers of Industry and Commerce recommended that allowance should 
be granted in all cases where plant and machinery is discarded or 
scraped irresppectiveiof the fact as to whether it is sold ot replaced 
provided the asset has been completely written off in the bo'pks of the 
assessee and that the amount written off for obsoRsconco 'should bo 
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allowed to be carried forward m the «ame manner a? depreclalioo 
This recommendation has been practically acceptel and under the 
present Act obsolescence no longer depends upon the technical eo^ 
dition ot obsolescence, all that w necessary is for theas«ettoM 
scrapped ot sold and the scrap '»a ne or sale price will bo deducted from 
the written down Talua and the balance allowed whether or » ot lha 
as«et IS obsolete This should aaec a good deal f wrangling since it 
always «ee!3s difficult for two persons to agree OTcr what 'obsolete 
means 

Thus, whenever any plant or machinery is sold or discarded for 
whatever reasons, whether ob*ole«cenco or otherwise, obsolescence 
allowance can be claimwl provided it lia« already 1 een written off in 
the books 

In consdermg the question of ibvjlescence allowance, tho 
following points must also bo taken into account — 

(A) If the eale procoe s of an asset exceeds the written down 
value the cxcc s will be liable to income tax to the extent of total 
deprecution allowed so date but any excess price realized over this 
figiue V. lU \>o chatv,tvl as capital profit under section 12 B 
llluitratioa 38 

A machinery wh ch has cost to the business Its 80,000 and who^e 
written diwn value as stand ng in the books, after writing off 
depreciation over a number of years is R$ 30 000 is discarded and sold 
as ui der V/hat shall be the position regarding o^olescenee allowance? 

fa) If sold for Be 10,000, ob«oIe«cencc allowed will bo written 
down value mmuarealited value (Its 30,000— Rs 10OC0)«Ils 20 000 
{b) If sold for Its 30000 no obsolescence allowance 

(c) If sold for Bs 60,000, there would be no obsoloacouco 
^lowanco but there will be a taxable profit of lt« 30,000 (Its 60.000— 
Its 30 OOJ written down value) 

(d) If sold for Its 60,000 no ob«olo'cenoe allowance but a tax 
able profit of hs 50,000 

(e) If sold forRs 100000 no obmlescenco allowance but ‘total* 
taxable profit of (Rs IQO.OOO— R«. 30 QQO) Its 70 000 of which a profit 
to the extent ot depreciation wriiten off vie, Its 50,000 would be 
ordinary business pioflts and aiiythuig over it vi? , Rs 20 000 would bo 
capital profit 

(B) In ca<e the assetisdescarded demolushed or destroyed and 
any insurance, salvage or compensation moneys are received 

(i) the obsolescence allowance would be further reduced by the 
amount of insurance, salvage or compensation so received 

(u) If, on the other hand, the money rece ved as insurance, 
salvage or compensation exceeds the written down value, the excess 
will be charged to the extent of entire depreciation allowed minus 
the scrap value, if any 

llluitratioo 39 

The written down value f a machinery wh ch cost Rs 80,000 is 
Rs 10 000 riie machinery is insured against de^ructioa and is 
actually destroyed and when soH a scrap value of Rs lOOOOwaa 
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realized. What shall be the obsolescence allowance in case the 
insurance money is realized as under ? 

(a) insurance money Rs. 5,000, obsolescence allowance would 
be = written down value minus the scrap value and the insurance 
realizations vit. Es 30,000 — Es. 10,000— Es. 5,000= Rs. 15,000. 

{b) If insurance money received be Rs. 20,000 obsolescence 
allowance would be=written down value'minus the scrap value and the 
insurance realization viz. Rs. 30,000— Rs. 10,000 — Rs. 20,000= Nil. 

(c) If the insurance money received bo Rs. 40,000; there is no 
obsolescence allowance but a taxable profit= Insurance realizations 
and scrap value minus written down value. Vi~. Rs/" 40,000+ 
Es. 10,000— Rs. 30,000= Rs. 20,000. 

(d) If the insurance realizations bo Rs. 70,000 there is no 
obsolescence allowance but a taxable profit= Insurance realization + 
scrap value minus written down value viz. Rs. 70,000 + !'S. 10,000 — 
Rs. 30,000 =Es. 50,000. 

(e) If insurance realizations be Rs. 90,000 there is no obsoles- 
cence allowance but a taxable profit= Insurance reaUzations+ 
scrap value minus written down value viz. Rs. 90,000 + Rs. 10,000 — 
Es. 30,000= Rs. 70,000 out of which a sum upto the total amount of 
depreciation written off namely Rs. 50,000 w’ould bo ordinary taxable 
business profit and the balance viz. Rs. 20,000 will be capital profit. 

(C) That wliere a building previously owned by an assessee is 
brought into use for the purposes of his business after 28th February, 
1946, its rvTitten down value for computing the amount of obsoles- 
cence loss will bo the actual cost minus all depreciation that would 
have been allowable had the building been used all along by the 
assessee in his business since the date of its acquisition. The rate of 
depreciation chargeable for this intervening period will be the rate in 
force on the date of the introduction of tho building into the business. 

(11) Any revenue expenditure laid out or expended on scientific 
research related to tlie business will be allowed. 

(12) Any sum paid to a scientific research association having as 
its objects the undertaking of scientific research related to the class 
of business carried on, and any sum paid to a university, college or 
other institution will be allowed provided these bodies have been 
approved for the purpose by the prescribed authority. 

(13) The entire capital expenditure on scientific research related 
to the business is allowed in five annual consecutive instalments 
commencing from the accounting year in which the expenditure was 
incurred. The allowance is granted even if the research expenditure 
was incurred within three years prior to the commencement of 
business. 

(14) The amount of any Business Profits Tax payable will be 
allowed as a deduction in computing the taxable income from business. 

(15) Miscellaneous Expenditure— Any expenditure not being 
in the nature of capital expenditure or personal expenses of the 
assessee laid out or expended wholly or exclusively for the purposes of 
such business, profession or vocation. 

Whether a particular expenditure is iucurred solely to earn 
profits or whether it is capital expenditure depends in each ease on 
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the nature of basmo^s, commercW prectice, the mture of the 
expend turo and other rolatlT# clrounntancee No narl and last 
rules can bo laid down in this connection but the following examples 
would illustrate the general pnne pies — 

(a) Contributions by the emp'oyen to prieate prurideot and 
super annua icn funds are allowable expcn«es pforldoi the fuM 
constitute an irroTooable trust 

(b) Premiums paid for risb or liability to compensate any of 
the employees for iniufies under Workmens CompenMlion Act, also 
fonns an admissible expense 

(e) Bonafido expenditaro incurred for the welfare of the 
errployees Is an admis* hie expense proruled it is not of capita! nature 
e g maintenance of a conserf ancy staff to iralntain the dwelling of 
the employees rn sanitary condition »s an admissible eipeoso but 
the amount »pent on the construction of latnnes, water morksetc 
cannot bo allowed as they form capital crponditure 

(d) Sums cmbeielled by an cmployeo are adnussiUe expense 
(<r) Adrert^lng charges iueoUlng the goods in ordinary course 
of bus neas, but money spent on special adrertising campaign would 
bo disallowed bocau<o it Is of capital nature 

tft And t and other acooimlancy expenses intutted annually 
including the expenses of setting the Income Tax Uahility of an 
assesses are ordinarily allowed Dot the expense loeiured in 
eubie<iuont income tax proceedings before the higher authorities Is 
appeals are not allowed 

It) Compensation for casceUiog a contract is admissible expense 

(h) Rsslirat^n of account of Dbormaids by Indian merchants 
and the correspoudlog expenditure for charitable purpo«e9 shall be 
left out of account altogether, provided the Income Tax OQlcer finds 
that sums are applied nUtmaloly to the object f )t which they are 
collected 

(i) Sales tax is an admisbiblo expense r*' 

ij) Moharat ceremony expenses not exceeding Ks d)0 

tk) Lo«s of stock in trade by sinViag of a boat 

(1) Lo*s by theft of money cotrostod to an employee to be 
deposited m tho bank. 

Ittsdichslble expenses 

The fc^Iowing expenses arc not admissible for compuling lacotno 
from busmoss, profession, or vocation 

1 Sums paid on account of cess, rate, or tax levied on profits 
, » / Payment chargwble under tha head salaries, iflt is payable 
th«i^ unless tax has been deducted therefrom or paid 

3 Interest,8alary,commis8ioapadtoanypartner ofthefirm 

Payment to an unreoog&ned provident fund, unless 


5. Private personal expenses of the proprietor 

6 Beserve for Bad and Dcnbtf ul Debts or any other reserve 

7 Expenditure m the nature of charity, presents etc 
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8. Fast losses charged to Profit and Loss Account. 

9. Depreciation in excess of prescribed rates. 

10. Cost of issue of debentures and shares and expenses 
incurred in raising loans. 

11. Underwriting commission paid by a newly started company 
on the issue of its share capital. (Bombay I. T. C» 125). 

12. Brokerage on issue of shares or debentures (Nagpur, 
I. T. C. 28). 

13. Expenses incurred in the formation of a company i. e. 
preliminary expenses. 

lIlDstration 40 

Mr. H. P. Singh, the proprietor of a Flour Mill prepared the 
following Profit and Loss Account for the year ended December 
31, 1946. You are required to compute his total income from business 
and the amount of tax payable by him on such income. 

Profit and Loss Account for the year ended 31st Deo. i946 

Es 

To Trade expenses ... 500 

Rent, Rates & Taxes ... 1,500 

„ Establishment 

Expenses ... 3,000' 

„ Household Expenses ... 2,000 1 

„ Income Tax ... 700* 

„ Postage ... I50 

„ Charity and gifts ... 200- 

„ Fire Insurance Premiums 250 

„ Subscription & Donation 175 < 

„ Life Premiums ... 1,000- 

„ Reserve for Bad Debts 500 ■ 

„ Audit Fee ... 300 

„ Interest on Capital ... 900- 

„ Advertisement ... 235 

„ Discount and Allowances 400 
„ Repairs ... 375 

„ Loss on sale of Motor 

Oar 1,525* 

„ Net Profit transferred 

to Capital 14,300 

Rs. ... -28,000 

Solution 

Taxable Income from business— (Assessment year 1947.48) 

Rs. 

Net profit as per P. & L . Account : — 14,300 


Add Inadmissible Expenses : — Rs. 

Household Expenses ... 2,000 

Income tax ... 700 

Charity & gift , ... 200 

Subscription & Donation ... 175 

Life Premiums 1,000 
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Re. 

Rs. 

Reserve for Doubtful Debla 

soo 


X Interest on capital 

900 


Loss CQ sale of motor car 

1,525 

7,000 

Less Profit on sale of myestment 


21,300 
.. 3,000 

Total income from busine*s 


... 18,300 

Less earned income allowance 


... 3,660 

Taxable ln”cfiie 

Rs 14,640 

Exenpltd loeeme 

Life insurance premiums 

Rs. 1,000 



locome Tax payable OQ R* 13,610 at 24 376, pio< 

(average rate applicable to Ks 11,6(0) Rs. 1,731.1S.0 

Note I— (t) Ila«t*h4(d tclse tk< pciiBul cipteirt »( ih« pnpdetst 

Boi allowed 

( 1 ) (Bcone-TiK b<(a( p«id la rttattea to iDtoMc, li diulloatd. 

( 3 ) CzpoeMt, eot iacatf cd la leUttoa to tadsto, an tot tTlowtd ta«b li Cbtil'Ti 
CUi( OoaaUoa, tad nWriptloe ait aal aliaeed iiem badaeM f>i'6>a llo«««et|lka 
Rcaat Amadecet #41,1^9, etket (a* (ba aDewtaaa al dsettisa dt talanlpiloa 
pfoaldtd ibaj an |mo to msu laiiliatloa at load (itaVU>btd la Biltltb ladia lot 
faiT>oa«i tp<«i6«d ia (be Act aad arptw^^ br tb« Ceeinl CaniataaeL 

(4) IxMi la tb( eaiart «( eailUl an aet alloatd u dodocuea (ton teitet'a prfiMi 
it lecb Ion aa ta'e o( ttoUt «ac Udualteeci], 

()) Acib<] Old Dcbti an a]U«rdaoadedactIo8 fima bnlom profiuaod aat tbe 
ttKua tot doabtlal d«bu. 

Calaila lb« aatartof aaplulaivnot laittde Badti tbe bcid floEti (nai 
BBileon, Fnlmloa 01 Vi'oittiB.aa aaobcaia OB lale od lavtitmiBU, beiae ea)i>U)ailB 
lidedaeted (nnpiofio. Pilot lotbepo«>lD(o{ Ibe Ameadaienl Act ef 1947, Capital 
GalBfwtioeot liable to tail ioa. Pvtbytbe piiilDttr thti Ataecdm'Bt Act, piofita 
oB laic bl oHcti ate abo tatalle aadei tbo bead 'Capital jCalai* aad an czpUIaed 1 b tbe 

lllQbtraUoo 

Rrora the following Trading & Profit and Loss Account of the 
&..B.&CO. Ltd, lortlio year ended sist March, 1947, compute itt 
totd Income and tax payable by the company. 

Tbe A.B.&Co.Ltd. 


TRADIva AND PROTH & LOSS ACCOUNT FOR THE YEAR EHDTXO 
3IST March. 1947 


Bs. 

To stock 30,000 By Salts 

» Wages 8,60,010 „ Stock; 

Power ISPOO 

„ Purchases 3,30/)00 

„ Carnage on Purchases 5,000 
„ Oro«s Profit 4,55,000 

Rs lG,S5/)00 


Rs. 

16,00,000 

25,000 
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To Salaries 

Rs. 

10,200 

„ Workmen’s compen- 
sation 

5,000 

„ Provident Fund 

4,000 

„ -^Reserve for Doubtful 
Debts 

3,000>. 

„ Bad debts 

1,500 

„ -'Income Tax 

30,000 

„ Bank Charges 

300 

„ Loss by Embezzle- 

• 

ment 

40,000 

Discount on issue of 


Debentures 

10,000 

„ Director’s Fee 

5,000 

Managing Agent’s 
Remuneration 

.15,000 


Bonus to erap loyees 7,000 
Fire Insurance ^5,000 

Interest on Debentures 20,000 
'preliminary expenses 

vrritten off 25,000 

„ /Depreciation 

Machinery 12% j 12,000 

Furniture 15% U J,500 

„ Net Profit 

Rs. 4,55,000 


By Gross Profit 




Es. 

4,55,000 


Rs. 4,55,000 


Solution 


Boslness locome (Assessment year 1947.48) 


Net profit as per profit and Loss Account 

Add inadmissible expenses : — Rs. 

Reserve for doubtful debts 3,000 

Income-Tax 30,000 

Discount on Issue of Debentures 10,000 
Preliminary expenses 25,000 

Depreciation 19,500 


Less depreciation at prescribed rates 
Machinery 7% 7,000 
Furniture 6% 3,000 


Rs. 

2,54,500 


87,500 

3,42,000 

10,000 


Total Income Ks. 3,32,000 

Income tax payable on Rs. 3,32,000 at five annas in the 

rupee is Rs. 1,03,750 

Notci : 

I. Bonus to empioycei— This Is allowed being a legulat payment year alter year 
made to employees In addition to their ralaty. 

12 
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a PiK^net oo Pebetiire ati ritlliDlaaft EirtM*», Ulej «l c*plu> eiJart 
an iBidmlnlblc. 

}. Dtpreelitio*— ptneiibcd i»i«i »ed lb«», in wdti 
to a1o« al ibc ptocntwd tiUa tbe aeicafit cbatc«d la tbe pfofit acd iaa< aceaatt bai Wb 
tddH to the s(( ptoEt atd bui on drpitmuoB at prcfOrlhad ntei htibetn dedidea 
to irrlTt at th« taaable ptcEt fiombitlottt. 

Illaatration 42 

From the foHowmg pirliculars find out tlie amoantof deprocu- 
tion and ob=ole*cence aJlowabl® for the assessment year 1946.47 
and 1947.48 

1 Buildings (second Cla««) wood for factory purposes, construe, 
ted during the year ending 31st December 194J costing Il«, 25,00,003 
Additions made during the years ending Slst Doc. 1914, 1945, 1916 
were 2S,0Q0,Ils 15,000, and R« 30,000 re<T»ctiTely. 

2 Machinery— Purchased during the year ending Slst Dec 1943 
at a price of Rs S, 00, 000 Additions made during the years ending 
31st Dec 1944, 1945, 1946 were Rs 10,003. Rs 25,010 and Rs 5,000 
respectively In the years 1945, 1946 the machinery Worked under 
double shift for 100 and 200 days respect vely 

3 Four motor Lorries purchased during the year ending- 31*4 
Deo 1943 at R*. 4,000 each. Three lorries were purchased fa 1944 at 
Rs 5,000 each In 1945 tw^ lomes purchased m 1943 were exchanged 
by new lorries paying Rs 9,500 each, scrap value of old lorries being 
Rs. 835 each. In 1946 two tomes purchased in 1944, were changed 
by the new ones paying Rs 7,000 each the «crap value of the old ones 
being Rs 1,000 each 

Solution 

DcpreeltUoQ allowtoce ler the cstessmetl lem 1S46-47 sed 1947.48 


Buildings 
Machinery 
Motor Lorry 


1916.47 1947.48 

Re Rs 

2 06,250 1,88,635 

38,118 40,472 

9,100 9,418.12.0 


Rs 2,53,468 

Obsolescence Chlm lor the jem 19l$— 47 and 1947A8 

1946.47 

Rs. 

y. ntten down value of two lorriea 4,500 
Less scrap vsluo realised 1,650 


2,38,515 12.0 


1947.43 

Rs 

5.635 

2,000 


Obsolescence Olaim 2,550 


3,625 


STATEUEKt OF DEPBECIATION 

Buildings Machinery 
(10*01 

Cost of Erection dur.Qg ihe year ending Rs ^ 

. . , , 31.12 43 25,00,000 5,00,000 

Less depreOLvtion fw assessment year 

^<-<5 2 50,000 35,000 
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Written down %*alue as at 1.1.44 22,50,000 

Addition duviug the year 1944 25,000 

" 1 ^ 75^00 

Less depreciation for assessment year 

45.4G 2,27,500 

Written down value as at 1.1.45 20,47,500 

Additions during the year 1945 15,000 

20,62,500 

Less depreciation during the year 46.47 2,06,250 

Written down value as at 1-1.46 18,56,250. 

Additions dviring the year 1946 30,000 

18,86,250 

Less depreciation for assessment year 47.48 1,88.625 
Written down value as on 1.1-47 16,97,625 


^,65,000 

10,000 

4,75,000 

33,250 

4.41.750 
25,000 

4.66.750 
38,1 IS^^ 

4.28.632 
5,000 

4.33.632 
40 , 472 ^^^ 


3,93,160 


B. *T/iis amount of depreciation has been arrived as follows 
For the assessment year 1946,47 

Depreciation on Rs, 4,66,750 @ 7% Rs. 32,672.8.0 

Add Double shift allowance for 100 days ; 

@ 50% of the original depreciation 
z. e. lOO/iOO of 50% of Rs. 32,672.8.0 Rs. 5,445-8.0 


Total depreciation Rs. 38,118.0.0 


**For the year 1947-48 the depreciation has been calculated in 
the same way and amounts to (Rs. 30,354 plus 200/300 of 50% of 
Rs. 30354 i. e. Rs. 10.118)— I ;s. 40,472. 

Hotor Lorries 

Cost of 4 Lorries purchased during the year ending Rs. 

31st Dec. 1943 16,000 

Less Depreciation for the assessment year 

44.45 @ 25% 4,000 


Written down value as on >-1.44 ... ... 12,000 

Additions during the year 1944 ... ... 15,000 


27,000 ■ 

Less depreciation for the assessment year 45-46 ... 6,750 


Written down value as on 1,1.45 ... ... 20,250 

Less Written down value of 2 lorries purchased during 
the year 1943 (Cost Rs 8,000 Loss Dep. Rs. 2,000= 

Rs. 0,000 Loss Dep.Rs. 1,500 ... ... 4,500 


15,750 
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Add cost of 2 lorries exchanged during the year 1945 
iRs 9 500X2) Ra. 19,000 plus 1,650 {acrap saJuo) ... 20,650 


Less depreciation for ssaessment year 194C.47 


36.400 
... 9, loo 


Written down Value as OB 1.1.4S - 27/300 

Less written down value of 2 lorrios purchased during 
the year 1944 (co't Rs 10,000 less t)ep Bs. 2,500= 

Rs 7,500 less Dcp 1,875) .. ... ... f^2S 


21,675 

Add Cost of Lorries Exchanged doting tlic year 1946 
(Rs T.OOOX 2)R« 14,000 plus Rs 2,000 fsctap value) 16,000 


37,675 

Less depreciation for the assessment year 1947.48 . . 9,418.12.0 

Written down vihie as on 1.1.47 ., ... 28^36. 4 0 


llluitration 43 

He X, a practtsiss doctor, has prepared the following Income, 
expenditure account for the year ending Slst March, 1947 Too are 
required to prepare a statement showing hia assessable income for 
income.tax purp«es. 

INCOME AND BXPIKtHTDRB ACCOUNT 

Rs. V Rs 

d/OOlTj Ry CoDsnltation tees . . 1,500 
C.OOO'f „ Visits fees ... 7,000 

i „ Gain on race course ... 5,000 1 
1,500 Bale proceeds of an 
560 ancestral property ... 17,000- 
440 ^ „ Dividend on sham ... 2,400. 
4,000 1 „ Profit on sale of 
200 Government security. . 2,500^ 
2,000^,, lntere*t from Post 
5.500 I 'Office Savings Bank ... 250‘ 

|/„ Gift from fatlier.in.Iaw 1,500. 
700 1 „ Interest from Fixed 
8^00 I Deposit . ... 650'’ 

37,800 1 ^7^8^ 

Solution 

Tawble Income from Pretesston rs. 

Net Income as per Income.ExpeDditure Account 8,900 
Add Inadmissible Expenses:... 

Housahold expenses ... 

. Car cost 

.X Travelling Expenses ..I 
Chanty and donation ... 


Rs. 

8,000 

6,000 

1,500 

560 


ToHouse-'hoU Expenses*,. 

„ Car purchased 
Y» Travelling Expen<e3 
from residence to office 
ft Chanty and donation ; 
„ Income.tax .. . 

„ Salary 
„ Bonus .. 
n Gift to daughter 
„ Rent 

v„ Furniture and Surgical 
Material 
n Ret Income 
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Income-Tax ... 

Gift to daughter 
•c’-b'urniture cost 

440 

2,000 

700 

19,200 

• 


28,100 

Less non-toxablQ Income 



G.'.in on race course (casual) 

Sale proceeds from ancestral house ... 
Profit on sale of securities 

Interest from Post Olfico Saving.s Bank 
Gift from fa hor-in-law (casual) 

5,000 

17,000 

2.500 

250 

1.500 . 

26,250 



1,850 

Less Income not chargeable under this besd 



Dividend from shares (to bo taxed 
under the head Other Sources) 

Interest from fixed depo.sit (to bo taxed 
under the head (Other Sources) ... 

2,400 

650 

3,050 

Loss under the head business 


1,200 

statement TOTAL INCOME 


Income from other sources 

Tax deducted at source 
Rs. Rs. 

Dividend on shares (Gross) 

Interest from fixed depo.sit 

Less loss from business 

3,491 

650 

1,200 

1,091 

Taxable Income 

2,941 

1,091 


•>. Notes: — ^Travelling Expenses do not form part of business and 
as suck not allowed. 

2. Car and furniture cost are capital expenditure and therefore 
disallowed. However, the assessee can claim depreciation at pres- 
cribed rates on them. 

3. Gift to daughter is not a business expense and therefore 
not allowed. 

4. Charity and donation and income-tax are inadmissible 
expense. However, charity and donations would have been allowed 
had they been given to an institution or fund established in British 
India for purposes specified in the new Amendment Act, 1948, sec. 15B 
and approved by the Central Government. 

5. Gain on race course and gift from father. in-law are both 
casual incomes and therefore not taxable. 

6. Sale proceeds of ancestral house is not taxable as it is a 
capital receipt and is in respect of house occupied by the ancestors of 
the assessee. Evidently the house must have been occupied by them 
for more than 7 years. Any gain on it in excess of Rs. 15,000 would , 
have been taxable under the head capital gains had the house not 
been in the possession of owner or his ancestors for more thah 

7 years. 
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7 on Bale o( secuntles w a capiW receipt and 

t xaWo under the lieail ‘capiWRam’ Initaatho amount la Wh tnn 
Ra 15,000, It Is not taxftWe 

8 Interest from P«t Offico Sarlnga BanV. Account 's a non- 
taxable receipt 

9 DiTidend on share! Included In the Income and Expenditure 

account IS a net reoelpt The tax must hare been deducted on it at 
source It IS, therefore, grossed a* follow* — 

2400 oll6/n»Rs 3,491 

i^Uattratioo 44 

The Profit & Loss Account of the Ncw AyoJh?* Sugar Mills Co 
Ltd for the year ending list December, 1945 ii as follows — 

To Stock of Sugar A Ps By Sale of Sugar & 

Molasses on 1.1 46 :.63,3S0 Molas«es 5o, 42.62 

, Raw Material 8,4 d, 780 „ Sundry Receipts S.lil 

.■Manufacturing „ Bentfrornfatm 

Expenses 3,43,720 land 4,5w 


To Stock of Sugar &. Rs 

Molasses on l-t 46 7,63,350 
, Raw Material 8,4 d,780 

, Manufacturing 

Expenses 3,43,720 

„ OoTernmont Cane 

Cess 40.270 

I, Duty on Sugar 4,50,750 

I Oost of changing 

Boiler I S,6.0 

p Farm Expenditure 85,800 

„ OommiasioQ oa Sale ?» 320 

„ Fire Insuratice pre. 

tnuKT* ' 

» Managing Agents 

Remuneration 30425 
, Directors* Fee 15,700 

„ Auditor's Fee 5,0J0 

It Depreciation 
Machinery 12% 24 000 
Buildings 5% 7,500 31,500 

(first class) 

„ Marketing charge.) 15,470 

„ Ret Profit 4,50,315 


land 4,560 

„ Crops (Other th»n 

Cane) 3,480 

Stock of Sugar and _ 

, Molasses 6,27,870 


Rs 31.81,100 


Ascertain the company’s taxable income from business taking 
following points m account • — 

! The company owns s large agricultoral farm and the entire 
cane, costmg Rs 2,70,830 produced during the year was used in 
the factory 

2 Sundry teceipte include Rs 650 being sale proceeds of agri- 
cultural eiiuipments 

3 Fate of depreciation allowable on machinery is 9% on first 
class buildings u2J% if used for office, and 5% if used for factory 
One third of the bmidings is osedfor office purposes 
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Solution 

Rs. 

Profit as per Profit and Loss Account 
Add in admissible expenses : — 


Farm expenditure 

85.800 

Depreciation 

31,500 

Cost of changing boiler 


(Capital expenditure) 

15,650 


Less Average C3st of cane produced 
on tbe company’s farm 

Less Depreciation allowed : — 

Machinery 9% 18,000 

Building used for Factory 5% 5,000' 

Building used for office 25% 1,250 


Rs. 

4, 50, *3 15 


1,32,950 

5,83,265 

2,70,850 

3 12,415 

24,250 


Less Agricultural income 

Sales proceeds of agricultural equipment 650 
Rent from Farm land 4,560 

Value of crops other than cane 3,480 


2,88 165 

8,690 


Taxable income from business 


2,79,475 


N. B. 1. Xn case of sugar company which has its own farms, to 
determine the taxable income from business, the market value of 
agricultural produce which has been raised by the assessee or received 
by him in kind and is used as raw material is deducted from the total 
income of the company and such expenses as are incurred in con, 
nection with such production are not allowed. 

2. Cost of changing the boiler is capital expenditure hence not 
allowed. 

Illustration 45 

From the following Profit and Loss A/c and the informations 
given below'ascertain the taxable Income of Celton Textile Mills Ltd, 
Kanpur, for the year ended 31st Dec., 3947. 


To Stock of Cloth Rs, 

1st Jan. 1947 7,20,000 

„ Cotton used 4,50,000 

„ Wages 3,50,000 

„ Cross Profit 7,50,000 


Rs. 

By s.des ... 20,20,000 

„ Stock on 31st 

Dec., 1947 ... 2,50,000 


22,70,000 


22,70,000 



% 


lSCOME.tAX uyt & AOOOUNfS 



Rs 

To Office Expenses 

87,000 

„ Salaries 

l,45/)00 

„ General changes 

23 700 

„ Donations 

4,300 

„ Rates & Insurance 

I,7o0 

„ Brokerage 

750 

„ Rent 

2,000 

„ Law Charges 

1,500' 

„ Income Tax 

1,03,000 

, Workmen’s welfare 


expenditure 

3,300 

,, Confeibution to Staff 


Provident fund 

*0fi00 

„ Interest on debentures 

7,700 

„ Ke’iearch expend ture 

32,000 

„ Depreciation 

78500 

, Net Profit 

3,00,000- 


By Gross Profit 
* , Dividend (gross) 
„ Profit on sale 
of securities 
„ Interest on fixed 
deposit 


/ 


Bs 

7,50.000 

52,000 

.. 28,000 

500 


830,500 


8,30,500 


The foUo^‘“8 particulars are also supplied — 

(1) Office expenses include Rs 47,000 in respect of the purchase 
of two Oestetnee Duplicators and four Itemlngtoa typewriters 

(2) Donations include Rs 3,000 given to the Oandhl Eye Hospital 
A.ligarh which is recognized hy the Central Ocivemment 

(3) Brokerage includes Rs 230 paid to the brokers of the 
company for their undertaking to procure subscription for 1000 
ordinary shares of Rs 100 each issued by the Company 

(4) Rentwas'paid In connection with the quarters occupied by 
the employees of the Company 

(5) Law charges include Rs 500 for defending a suit before 
higher Income tax authorities 

(6) Workmen’s welfare expendihire include Ra 1,300 incurred 
for the construction of a well f gr labourers 

(7) ft|jtjof the research expenditure is a capital one 

(8) The Staff Provident Fund Is unrecognized 


(9) The actual depreciation allowable for assets used by the 
company 8 ba«ittess IS worked out at Rs €2,000 


Solution 


Profits as per Profit and Loss AJe 

Add Inadmissible Expenses 

0)st of duplicators and typewriters 
(included in office expenses} 
^ona-iions lunapproved by central Govt ) 
Brokerage \oap tal expenditure) 

Law charges 
l&oome Tax 

Cost of weU (capital) isduded la 
welfare expenses] 


47Jlfia 

MOO 

250 

500 

1,03,000 

1,300 


Rs 

3 00,000 
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Eesearcli expenditure (4/5 of Rs. 24,000) 19,200 
Staff Provident Fund (unrecognized) 40,000 

Depreciation - 78.500 2,91,050 


5.91,050 

Less income not chargeable nnder this bead 


Dividend (under the head from 
other sources) 

Profit on sale of securities 

52,000 


(capital gain) 

Interest on fixed deposit (under 

28,000 


the head other sources) 

500 

80,500 

5,10,550 

Less actual depreciation chargeable 


62.000 

Taxable Income from business 

4,48,550 


statement of Total Income 


Income from Business 4,48,550 

Income from other sources : — 

Dividend (Gross) ... 52,000 

Interest on fixed deposit ... 500 

Capital gains 28,000 


Total 5,29,050 


The income tax shall be payable by the Company on Rs. 5,29,030 
and super Tax on Rs. 5,04,050. 

Rote, 1 Donation to Gandhi Eye Hospital being a recognized 
charitable institution are exempt from income-tax but not from super, 
tax, hence while calculating the assessee’s income for super.tax pur- 
poses Rs. 3,000 which is given as donation will be added to his taxable 
income. 

2. In case of a company capital gains a^e exempt from_ super- 
tax. Hence company’s income in the above case has been arrived at 
for super Tax as under : — ‘ 

Taxable income Rs. 5,29,050 
Less capital gains 28,000 


5.01,050 

Add donations 3,000 


Rs, 


5,04,050 


ISOOME.TAX LAW t-, AOKJON'TS 


lUuttratiOQ 46 

Tlio following 19 the Profit and Lo« Acooint of tho Baghman 
Tea Co Ltd , for the year ending 30 Sopt lOtfi 


Stoclc of tea 1.** 45 
Oultiration & Manu 
facturlng Charges 
Inland freight 
Commiasion 
And t Fee 
General Charges 
Director s fee 
^Interest OR debeatures 
'• Bonus to staff 
Oontrihution to Prorl 
dent Fund 
Depreciation 
Income Tax 
Net Profit 


3,48^60 I 

5,63 780 
85170 
40.780 
3000 
30»780 
15000 
75000 ^ 
16750 

8.780 
35000 

15.780 
2,10,730 


Rs 

Proceeds of tea Cold 8 83930 
Interest on larestTieRt 25,370 
Stock of tea 4,S0 750 


13,95050 I 13,95,050 

Calculate the taxable Income of tho company bearing In 
mind the following facts 

1 Depreciation allowable 
Bs fifiidOO 

2 Rs, 750 given In Bengal Rebef Fund U Included In General 
charges 

3 Provident fund Is unrecoganed 
Solution 

SUKmeDt o! taxable Iccoae Iron DcsIdoss 
Profit as per Profit & Loss Account 
Add In^missible expenses — 

Oontributum to provident fund 8 780 

Depreciation 35 000 

Inoome tax 15 780 

Charity (induded In general charges) 750 60,310 


prescribed rates amounts to 


Bs 

10730 


Less depreciation allowed 


2,71 040 
26,900 


a interest on investments not chargeable 
underthe bead business 


Less 60? deemed to be agncnltural ueome 1 31 ggg 

Taxable income from Bus ness g 7 sqs 

N B Tea Comtamt! ate eesatled'ai 

piltuTo] income and therefore not taxalle 

^2) Chant^-OittTlty f, tnodmuiiWe Er{)enjft 



chapter Xlt 

COMPUTATION OF INCOME— V 
Capital Gains (See. .13 B.) 

Before the passing of the Indian Income-Tax (Amendment) Act 
of 1947, any profit made on sale of fixed assets was not liable to 
taxation. But the Amendment Act of 1947 introduced another source 
of income chargeable under the head ‘Capital Gains,’ 

Under this head as assessee is required to pay tax in respect of 
all income, profits or gains which arise from the sale, exchange, or 
transfer of capital assets. 

Capital assets for this purpose have been defined by section 2 
(4A) and include property of any kind other than land from which the 
income derived by the assessee is agricultural income irrespective of 
the fact that whether they relate to his business or otherwise, but 
such assets do not include (i) any stock in trade, consumable stores 
or raw materials held for the purposes of his business, profession 
or vocation ; (ii) personal effects i. e. movable property 
including wearing apparel, jewellery and furniture held for personal 
use by the assessee or any member of his family dependent on 
him. 

Profits made on these assets are chargeable to income-tax subject 
to the following limitations : — 

1. Only such profit is taxable which is made on the sale, 
exchange, or transfer of an asset eff'ected after 31st day of March 
1946 and prior to 1st April, 1948. Thus profits made on the sale 
prior to 31st March, 1946 and after 31st March, 1948, shall not be 
taken into consideration. In other words, profits under this head 
shall for the first time be taxable in the assessment year 1947-48 
and that too only to the extent that arise between 1st April, 1946 and 
31st March, 1948. Profits made on capital assets after 31st March, 1948, 
are not taxable. 

2. If the amount of such gains in any previous year does not 
exceed Es. 15,000 no tax shall be payable by the assessee on such 
profits, nor such profits in that case be included in his total income. 

3. At the same time the assesses shall not be required to pay 
any tax on the sale, exchange, or transfer of any property , the 
income of which is chargeable under section 9 imder the head 
property, provided such property is hold by the assessee or his 
parent for a period of not less than seven years before the date of 
such sale. 

4. Transfer of capital assets in the following cases shall not be 
considered as sale for this purpose and hence any profit made thereof 
shall not bo included in total income : — 

, (a) transfer by way of distribution of capital assets on the total 

or partial distribution of Hindu undivided family ? 
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(b) transfer by way of compulsory acquisition for public 

purposes 5 . 

(c) transfer on a dissolution of Brm or other association- of 
persons ; 

(d) transfer on tbe Ilquidition of a company ; 

(e) transfer under deed of gift, boquest, will or on IrrerocabJe 
trust , 

(f) transfer by a company to a subsidiary company, the wMe 
of the share capital of whicli la held by the parent company or by the 
nominees thereof, provided the Bubsidlary company is resident in 
British India and is registered under Indian Companies Act 
DedoelloDs allowed 

The amount of capital gams shall be computed after makmR the 
following deductions from the full value of the consideration of sale, 
exchange or transfer — ■ 

1 expenditure incurred solely m connection with such sale ; 

2 actual cost to the asscs^ee of the asset including any 
expenditure of capitid nature Incurred by him in making any additions 
or alterations 

Aclnal cost dettoed 

X Depredation and ac hoI cost —If any depreciation allowance 
has been claused on the asset In the past, the actual cost of the asset 
to the sssosseo shall be its written down value, which means actual 
cost (increased by all additions and decreased by aD sales) minus total 
depreciation allowed to date 

3 Alien acquired before i«t January tpl^The as«c«seo, if 
satisfies tbe Income Tax UScer may substitute the fair market value 
of the asset for the actual ct^, m case of those assets whloh are 
acquired by him before Ist January, 1939. Such fair market value of 
the assets will be regarded as actual cost for computation of profit and 
shall be increased by all additions and reduced by all sales thereafter. 

3 A««j subject of segoiiation of sole —In detormming tho 
actual cost in case of these assets which has been subject of negotia- 
tions for sale on any previous occasions, any option or other money 
received and letamed by tho assesseo sball be deducted from the 
actual cost. 

4 Assets acquired by way of compulsory acquisition etc— If 
an assesses has obtained possession of an asset either by way of 
compulsory acquisition or on the dissolution of a firm or on the 
liquidation of a company, tho actual cost to him shall be its actual 
cost to the previous owner But where the actual co';t of the previous 
owner cannot be aseextamed the actual cost shall be fair market 
value on the date on which the capital asset became the property of 
the previous owner 

Capital atuU used lor boalooas or resldeace, sold and sow 
assets porebased insteid 

In case of assets which were used for business purposes inunedi. 
ately before such sale or which were used for the residence of the 
assessee or his parent In the two years immediately preceding the 
sale and the assessee has purchased a new asset (either one year 



COMPtJTA^lON INCOME—V 


loi 


before or after tbe sale for tbe same purpose, tax on profits of such, 
sale may at tbe option of the assessee, if he so elects in writing be 
computed as under : — 

(fl) if tbe amount of the capital gain is greater than tbe asset : — 
tbe difference between the amount of capital gain and tbe cost 
of the new asset shall be charged as the income of the previous year 
provided such difference exceeds Rs. 15,000, At the same time while 
computing the capital gain of the new asset or allowances on account 
of depreciation or obsolescence, the cost or the written down value of 
the asset shall be nil. For example if the capital gain made on the 
sale of the capital asset amounts to Rs 50,000 and the cost of the new 
asset purchased is Rs, 30,000, the difference of the two viz- 
[Rs. 50,000 — Rs. 30,000] Hs. 20,000 shall be included in his income 
under this head. But in arriving at the capital profit on the sale or 
transfer of the new asset the cost of the asset shall be considered nil, 
i. e., supposing this asset after certain time is sold for Rs. 35,000 
then the capital gain on this asset shall be R^ 35,000 minus the cost 
of the asset which shall be zero in this case, is equal to Rs. 35,000. 

If the capital gain made on the sale of the capital asset is 
Rs. 40,000 and the cost of the new asset purchased is Rs. 30,000, the 
. difference of the two amounts to Rs. 10,000 which being below 
15,000, the minimum taxable limit under capital gains, shall not bo 
charged at all. 

[b] if the amount of capital gain is equal or less than the 
new asset : — 

[i] ■ the capital gain shall not be charged at all. ’ 

[ii] But for the purpose of computing the capital gain or any 
allowance in respect of depreciation arising from the sale, exchange 
or transfer of the new asset the cost or the written down value shall 
be reduced by this amount of gain. 

Supposing for example the capital gain is Rs. ?0,000 and the 
value of the asset purchased is Rs, 50,000 then the capital gain of 
Rs. 30,000 shall not be taxed here. But in computing the gain on 
this asset when sold the cost of the asset shall be the cost minus the 
capital gains so made i. e.. [Rs. 50,000 — Rs. 30,000] Rs. 20,000 and if 
supposing the asset is sold for Rs. 55,000 the capital gain shall be the 
sale price minus cost i. e., [Rs, 55,000 minus Rs. 20,000] Rs. 35,000 on 
which the assessee shall be required to pay tax. 

It must be noted, however, that this privilege is allowed only 
when the new asset has been purchased either one year before or after 
the sale of the asset and the new asset has been acquired for the same 
purpose. However, the period within which the new asset must have 
been purchased, may be extended by the Income Tax Officer with the 
previous approval of the Inspecting Assistant Commissioner, in cases 
where assessee in spite of due diligence could not purchase the asset 
within the specified time. This extention shall be permitted only in 
case of Plant and Machinery, 

Evasion 

In case a person acquires a capital asset from the assessee with 
whom ho is diroctiyor indirectly connected and the sale, exchange and 
transfer has been effected with the object of avoidance of tax under 
this head the Inoomo..Tax Officer may, with the prior approval of the 
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Inspecting Assistant Oommlssloaer, regard tbo fair mwket value of 
the consideration and may compute the capital gain accordingly- 
Bates ot Tax oa Capital Gains [ See. xT (6) (7) ] 

'Where the total Income of an assessee, not being a TOmpar^ , 
Includes any income chargeable under the head ‘Capital Gains , the 
tax, Including super taX| payable by him on his total income 
shall be • — 

(i) Income.tax and super.tax payable on his total income as 
reduced by the amount of such Inclusion, had such reduced income 
been his total income, p’ua . — 

(ti) income.tax on the whole amount of such inclusion at Iho 
following rates, namely ■ 
where such amount — 

exceeds Rs. 15,000 but does not exceed Rs 50,000 One a. m rupee 
„ 50,QOU but does not exceed 2,00,000 Two as, ra rupee 

2,00,000 but does not exceed 5,00,000 Throe as in rupee 
„ 5,00,000 but does not exceed 10,00,000 Four as. In rupee 

„ 10,00,000 Five as In rupee 

Provided that where owing to the fact that the amount of such 
inclusion has exceeded a certain limit, income.tax thereon is payable 
or Is payable at a higher rate, the amount of lncome.tax so xayable 
shall be reduced so as not to exceed— 

(a) the areouot which would have been payable If the amount ot 
such molusloQ has not exceeded that limit, plus 

(b) one.haIf of the amount by which the amount of such 
Inclusion exceeds that limit 

Where the total income of a company includes any moome 
chargeable under the head ‘capital ga ns’ tbe super.tsx payable by 
the company m any year shall be reduced by an amount computed 
on that part of its total income which consists of such inclusion at the 
rate of super.tax (excluding the additionid super.tax, if any) specified 
in the case of a Company by the Annual Act of Central Legislature 
fixing the rates of tax for that year. 

Any income chargeable under this head shall not be taken into 
account for any of the purposes of advanced payment of tax. 
ISec. 18 A (is) ] 

Example 

To explain the effects of the proviso of 8ub.seclion (H) the 
following example may be taken. 

If the assessee’ s capital gams amount to Rs. 15,100, tax payable 
would be calculated as under. 

On Es. 15,000 l?d 

On Rs 100 to (i e. not exceeding 

half of the income above taxable limit) 

In other words he would pay tax of Rs 50 and not on Rs 15,100 
atone anna m the rupee (tu R* 943 as. 12) as the income falls m 
the first group of the rate. 
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Illustration 47 

A had the following income for the yeat ending 31st March, 

1948 

Income from Business Rs. 28,500 

Gain on the sale of Securities Rs. 50,600 

Income from Property (Taxable) Rs. 3,500 

Compuie his taxable income and tax payable by him for the 
assessment year 1948-49. 

Solution 

STATEMENT OF TOTAL INCOME 



Rs. 

Income from business 

28,500 

Income from Property 

3,500 

Capital Gains 

50,600 

Total Income 

82,600 


Tax payable on Rs, 32,000 will be calculated as follows t — 
Total Income . . Rs. 32,000 

Less earned income allowance on 

Business income ... ... Rs. 4,000 

Taxable income ... Rs, 28,000 


Rs. a. p. 

Income Tax payable on Rs. 28,000 would be 6,000 0 0 

Super.tax payable on. Rs. 32,000 

Rs, a. p. 

on Rs. 28,500 (Earned) ... 779 4 9 

on Rs. 3,500 (Unearned) ... 149 8 10 

922 13 7 

Income Tax on Capital Gains* ... ... ^3,425 0 0 


Total ... 10,347 13 7 


N.B.* 

on Rs. 50,000 at one anna in the rupee ... Rs. 3,125 

on Rs. 600 (one half on the amount) ... ... Rs. 300 


Rs, 3,425 


Set oil ol Losses Sec. 24 (zA) (zB) 

(a) Where the loss sustained is a loss falling under the head 
‘Capital Gain’, such loss shall not be set off excePt against any profits 
and gains falling under that head. 

(b) Where an assesses sustains a loss s^oL as is referred to 
above and the loss cannot be wholly set off in accordance with the 
provisions of that sub.section, the portion so set off shall be 
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earned forward to the following year and sot off Bgaltut capital gala' 
for that year, and if it rannot beset off, the amount thereof not so 
set off ehall be carried forward to the following year and eo on But 
no such losa shall be so carried forward for more than six years. 

Provided that where the loas sustained in any ptovioua year does 
not exceed fifteen thousand rupees, tt «!iaU not be carried forward. 

But m view of the recent amendment to Section 12B by tho 
Finance Act of 1949 ( apital profits a'o not taxable in the assessment 
yearl9l9.50 Evidently the Capital Josses which can be ret off only 
against the income arising under the same head cannot be set off 
against the income under other lieads and hence tho carry forwird 
of the Capital losses also lapses in tho assessment year 1949.50. In 
other words past losses of Capital nature can bo carried forward only 
upto the asaeesment year 1948.49. 



CHAPTER XIII 

COMPUTATION OF INCOME— VI 

INCOME FROM OTHER SOURCES— SEC. 12 

T All income, profit or gains which are chargeable under f-ho 
Income Tax Act and which is not covered under the former five heads 
of income Salaries, Interest on Securities, Income from Property 
Profits and Gams of Business, Profession or Vocation and oSfel 
Gams, are taxable under the head Other Sources, e g. Dividends 

T«ltion 

,expenditure Which is incurred solely for-the purpose of making or 

“o^ed, however, that the foUov^ng 

fh?L1d admissible in computing income undef 

1- Personal expenses of the assessee.. 

-o Interest paid outside British India, other than Interest on 

Public Loans issued before 1st April 1938 and on which tax at source 
has not been deducted. source 

3. Salaries paid outside British India on whicn tax at source has 
not been paid or deducted. 

Machinery and Farnitnre on Hire 

assessee lets on hire machinery, plant or furniture 

which is his own property he will be entitled to deduct from his 
income from hire insurance premiums, current repairs, depreciation and 
. obsolescence. If the assessee lets on hire machinery, plant S furm' 
ture along With hi^s buildings and letting out of buildings is insSara' 

ble from letting of machinery, plant or furniture e.g , Cinema Housn’ 
he W.U be allowed to deduct from such hire fnooSJ tosSMoe 

StaT’as IT"* S “S 

Managing Agency Commission 

men a managing agent of a company has agreed to share his 
.^por^ission for adequate consideration with a third party, each 
party shall be liable to pay taxon his own share of commission 
and that would be included in his individual assessment But 
before this privilege is allowed the party shall be required to 
file a declaration showing the proportion in which such commission 
i.? them and also shall be required to give proof to 

Slhle^fa?at?on.°^ Income-Tax Officer of the facts contained in 

Income included nnder this head 

or Indian^sSte!^ Pension received from a Foreign Government 
14 
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2 Annuities which are con«dered for the purpoio of the Act 
as income, profits or gsdis aro olurgeaHc under this hcaJ 

3 Interoft other than interest on securities 

4 Dividends from co’npaniM 

6 Income from bvnWmfc kept on lease 

6 lacorao from racant land let out in urban nreas for the 
purpose of storing materials 

7 Income from land not attached to buddings. See 9 II) 

8 Income from rent and roy^t es of mines and coUierie®, 
royalties on books, commission, and D rector* s Fee 

9 Ground rent. 

10 Agricultural income which is chargeable 

y ll ilemittances recGieed by a resident from a noiuresideot 
Dividends from eompsaies 

Dividends as defined by Section 2 (fiA) includes in addition to 
ordinary dividends the following kinds of dislrihuttoos as well— 

(t) distribution of scenmutatcd profits, capitalised or not, by 
Way of releasing of all or any part of the asset of a company , 

(u) distribution of debentures to the extent to whi-h the 
company has accumulated profit and the question whether the distrL 
button entails the release of any asset of the company or not, does 
not arLse m this ca«e , 

(iu) d stribulion of the accumulated profits on the liquidation 
of the company It wUl be loolodcd for the purpose of taxation only 
If toe accumulated profits aro«e wiihln six years oi hquidat on 

fiv) distribution of the accumulated profits by way of the redoc. 
tion of ordinary capital 

Accumulated profits as used above do not include capital gams of 
any previous year for the assessment for tho year ending 31st 
htorch 194b. 


Goopotailon el crota dividend— Sec i6 (x) 

Dividends received by an as<^e*see shall be deemed to be the 
income of the year m which they are paid, credited or distributed 
and shall bo Increased proportionately by the amount of Income tax 
(but not super taxi applicable to the total Income of the company in 
which it is pa d, credited or distributed e c > d Vidend declared on 1st 
March 1943, payable on or after 15th April 1945, shall be deemed 
to be the income of tho year 1945 46 and shall be grossed up at the 
Tates of tax ruling on the date of piyment 

All dvldends are treated astaxed at source m the hands of the 
company even when they are paid ‘free of tax Consequently they 

shall be increased proportionately by the amount of Income Tax paid 

by the company in respect of them. 


It must be noted, however, that where only a portion of the 
TOmpanye profits are taxable because a part of them has been 
derived from non-taxable sources such as agricultural income or 
security the amount of tar which shall 

beaddedtothenetdividond received withaview to CToss it un shall 

ptofiu ot ft, "bot It 



computation of income— VI 


107 


must be remembered that in spite of the fact that a part of tbe 
profits of tbe company have been derived from non.taxable sources 
and are, therefore, not taxable in the hands of the company but 
the whole of the dividends in the hands of the shareholders are 
taxable. 

The dividend received by a shareholder, therefore, is always net 
and may be grossed up as under : — ,, 

Gross dividend= — , where 'r represents the maxi- 
mum rate of income-tax in pies per rupee applicable to the company’s 
profits and ‘p’ represents the percentage of the company’s profits 
which are liable to income-tax. 

Illustration 48 

X received during the year ended 31st, December 1946 dividends 
amounting to lls. 1,340. Calculate the gross dividend for inclusion in 
his total income (a) if the company’s profits are taxable cent per cent ; 
(b) if 80% of the profits of the company are taxable. 

Solution 

Gross dividend will be calculated as under : — 

(a) in case where whole profits of the company are taxable — 

, Net dividend 

Gross dividend^ ^ — 

1 — rp 

1340 

"l- 

\192 ^100/ 


= Es. 1,949.1 0. 

(b) in case whore 80% profits of the company are taxable- 

1340 


Gross dividend 


Rs. 1 — 


( 


60 


80_\ 

“ 100 / 


192 

= Rs. 1,786,11.0. 

Dividend in case of companies whose part ol the profits arc 
taxed nnder a Provincial Agricuitoral Income.Ta,x Act- 

In case of dividends received from companies a portion of whose 
profits have been taxed under Indian Income-Tax Act and a portion 
has been taxed under the Provincial Agricultural Income-Tax Act 
shall be grossed up as under — 

j. .j j Net dividend , , „ 

Gross dividend= > where r represents the maxi- 

mum rate of- tax in piss per rupee, *p’ represents percentage of the 
company’s profits in respect of which income-tax has been paid to the 
Government of India, r’ represents the maximum rate of Provincial 
Agricultural Income-Tax in pies per rupee and p’ represents the per. 
centage of the company’s profits in respect of which Agricultural 
Income-Tax has been paid to Provincial Government. 

Illustration 49 


Find out the amount cf gross dividend from the following 
particulars 
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Amount of dividend received Ra WOO.^O'j^of which taxed bf 
the Central Government at 60 pice par rupee and balance or 60^ 
was taxed by the Provincial Government at 40 p es per rupee 
Solution 

^ . Net dividend. 

Gross dmarna - 

Re 1^00 


f 40 . 


CO 


60 


Vloo '“m "^loo 


' 192 / 


«Ils 1,533.5 0 

Credit to atsetteei for tax paid on dividends received 

Any sum by which the net dividend U inereaeed ehall be treated 
as uicotne.tax paid on behalf of the shareholders and credit for It 
shall be given to them m their assessment When computing the 
total income of the assesses, it is the dividends at gross figures that 
shall be included tn theit total income and after dotermuiing thet ii 
payable on the total income the ahareho'der shall be given a credit for 
the tvxthas deemed to have been paid on his behalf by the oompatiy, 
and any difference being payab’a or refundable to him 

Income-tax on dividends In respect of which Ux i* deemed to 
have been paid nnder Sec 49B to British India shall be charged at 
the rate spec hed la the Finance Act of 1948 In the assessment year 
1949.50 the amount of income tax will be the same on the same 
amount of euoh dividend as m the assessment year 1948.49 

Miscellaneous Examples showing oompatallon of Income.ttt 
on income derived from the various eovees as discussed in the 
previous chapters ■~' 
llluitratioD 50 

The total Income of a person during the year 1948 ended 3lst 
December was Rs 60,000 Find out the total amount of income.Ux 
payable by him if hia income was derived from the following 
sources — 


Rs 10,000 from Salary . Rs 20,000 from interest on Securities; 
Rs. 15,000 from business ; and Rs, 15,000 (taxable) from proiierty 


07 TOTAL ISCOMS 


Rs 

Income from Salary ... 10,000 

Income from Securities , . .. 20,000 

Income from Property (taxable) . 15,000 

Income from Business ... .. 15,000 

Total Income • 60,000 

Less Earned Income allowaoco • 4,000 

Texable Income . 56,000 


Income Tax on 
Rs 20,000 Interest on 


Rs 28,000 (Rh, 10000 {.aUTy)+ 
Secaritfls — Ke, 2,000(1/5 of 


Rs 
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28 000 

Rs. 10,000 as earned income allowance) being 

of total income tax payable on Rs. 60,000 according to 

the rates specified in the Finance Act of 1948 ... 6,883 5 4 

Income Tax on Rs. 28,000 (Rs. 15,000 (Business)+ 

Rs. 15,000 (property)— Rs. 2,000 for earned income 
allowance (out of Ks 4,000 maximum allowance Rs. 2,000 

being already provided on salary) being 

total income tax payable on Rs. 60,000 according to the 

present rates specified in the Finance Act of 1949 ... 6,821 5 8 

Total Income-tax payable ... 13,704 11 0 

Note. The Income Tax on above incomes has been computed 
as below : — 

Income Tax on Salary and interest on security ; — 

Income Tax on Rs. 60,000 after allowing Es. 4,000 for earned 
income allowance according to the rates specified in the Finance Act 
of 1948. 

Rs. a. p 

on Es. 1.500 ... Nil 

on Rs. 3,500 ... 218 12 0 

on Es. 5,000 ... 625 0 0 

on Rs. 5,000 ... 1,093 12 0 

on Es. 41,000 12,812 8 0 

Total ... 14,750 0 0 

28 000 

Income Tax on Rs. 28,000= go’oQQ"®!^ Rs. 14,750= Rs. 6,883,5-4 

Income Tax on Property and Business Income ; — 

■ Income Tax on Rs. 60,000 after allowing Rs. 4,000 for earned 
income allowance according to the rates specified in the Finance Act 
of 1949. 

Rs. a. p. 

on Rs. 1,500 ... Nil 

onRs. 3,500 ... 164 1 0 

on Rs. 5,000 ... 546 14 0 

on Rs. 5,000 ... 1.093 12 0 

onRs 41,000 ... 12,812 8 0 

Total — . ■ 14,617 3 0 


Income Tax onRs 28,^00= gQ-“of Rs. 14,617.3= Es. 6,821-5,8. 
Illustration 51 

The total income . of Mr. A during the year 1948 ended 31st 
December 1948 was Rs. 60,000. Find out the total amount of income 
tax payable by A if his income was derived from the following 
sources : — 
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Us 10,000 Salaries, Bs. SO, 000 from Securities, Rs 30,000 
{taxable) from property 


STATEMENT OF A*e TOTAL INCOME 



Bo 

Income from salary .. ... 

10,000 

Income from eecuiitiet 

... 20 000 

Income from property .taxable) 

30,000 

Total Income 

60,000 

Loss Earned Income altowaaee 

... 2,000 

Taxable Income 

... 58,000 


Rs a. P 

Income tax on Be SS.OOO (Rs 10,000 silary+ 

Rs 2,000 ((Interest) -Rs 2,000 for earned income 
2ft 000 

allowance on Rs 10,000) being Income 

tax payable on Ra 60,000 according to the rates specified _ 

m the Finance Act of 1948 ... .. .. 7,125 0 0 

Income tax on Ra 30,000 (Income from properly) 

OA AAA 

^jOlng • ^^q 'q q " the total income.tax payable accord, 
ing to the pates specified iti the Finance Act of 1949 .. . 7,621 1 C 

Total tax payable ... 14,796 I 6 

Note. The Income tax on above incomes has been computed 
as below — 

Inoome.tax on Salary and Interest on Security *— * 

Income Tax on Bs 00, COO after allowing Ra 2,000 for earned 
income allowance (being only Ks 10,000 as earned income) according 
to the rates specific in the > inanre Act of 194ft. 

Its a p 

onBs. 1,5(0 .. Nil 

on R«. 3,500 .. 21ft 12 0 

onRs. S,000 625 0 0 

onBs. 5,000 ... 1,095 12 0 

on Rs 43,000 .. 13,4J7 8 0 

Total 15,375 0 0 


InoomeTaxonRs 28,000=^?^ of Rs. lS3?5®Rs 7175 
Income Tax on Property income — 


Income Tax on Rs 60/>00 aftor allowance Rs 2,000 for earned 
only R.. 10,000 as oatned Incomol 
accotaing to the present rates spccifiM m the^Financo Act of 1949 
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on Rs. 1,500 
on Rs. 3,500 
on Rs. 5,000 
on Rs. 5,000 
on Rs. 43,000 


Rs. a. p. 
Nil 

164 1 0 
546 14 0 
l;093 12 0 
13,437 8 0 


Total 1 15,242 3 0 


Income Tax on Rs, 30,000 ^ '^O^MO ^5, 242,3 - Rs. 7,62i.l.6 

Illustration 52 

A’s total Income during the year 1948 ended 31st December 
■was Rs, 60,000. Rind out the total amount of income-tax payable • 
by A if his income was derived from the following sources ; — 

Rs. 30,000 from securities, Rs. 30,000 (taxable) from property 


statement of a’s total income 

Income from Securities 
Income from Property (taxable) 

Total Income 

Income Tax on Rs. 30,000 (Interest from 

Securities) being|^^^of total income tax 

payable on Rs. 60,000 according to Finance 
Act 1948 

Income-tax on Rs. 30,000 (Income from property) 

being— of total income-tax on Rs. 60,000 
dOUUU 

according to the present rates applicable in the 
assessment year 1949 50 

Total Income tax payable 


Rs, 

30,000 

30.000 

60.000 
Rs. as. 
8,000 0 


P. 

0 


7933 9 


15,933 9 6 


N. B. The Income tax on above incomes has been computed 
as below : — 

Income Tax on Security interest ; — 

Income Tax on Rs. 60,000 (there being no earned income 
allowance -as there is no earned income) according to the rates 
specified in the Finance Act of 1948 

on Rs. 1,500 Nil 

onRs. 3,500 218 12 0. 

on Rs. 5,000 625 0 0 

on Rs. 5,000 1,093 12 0 

on Rs. 45,000 14,062 1 0 


Total 16.000 0 .0 


Income Tax on Rs. 30,000= Rs. 16,000 


Es. 8,000 
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Income lar on property Income — 

Income tax on Il>i CO 000 (tUere being no earned income 
allowance as there Is no eame I income) -ccord ng Jo the pro^ont rates 
specified in the Finance Act of 19-I9 

on Bs IjSOO NU 

on Hs S,;00 ICl 1 0 

on Rs 5000 54? 14 0 

on Rs 5,000 1.0« 1 0 

onRs 45 000 14 0G2 S 0 

Total 13 8S7 5 0 


Income I ax payabie on Rs of Rs 15,8S7 3 0 

-Rs 7,Si3 9 6 

'' llluttraUoo 53 

Below are the particulars of X*s income for the year 1948 ended 
3Ut December 

(ol Salary Ra 800 pet month from which deduction was made 
for contribution to the recognised proTidend funi at 6)% T^he 
employer also contributed the similar amount and the mtere<t on 
the amount of the fund for the year was Bs 800 

(b) 5^ interest on Rs 20,000 Tax Free Goyt Securities 
(e) OK dividend on 500 ordinary shares of Rs 100 each 
(i) Rs 10,000 from a registered firm of which X u a partner 
(ej 6,000 from property 

During the year X paid Bs 6,000 as insurance premium 
Solution 

STATEHtxC x's TOTAL INCOUE Tax deducted at lource 
Income from Salary Rs as p 

Salary for 12 month 9,600 

Rmployera contribution to 600 ^ 

the P/F 

Interest on F/F 800 11,000 693 12 0 

Income from Securities 
Income from Tax Free 

Oort Securities lOOO 

Income from property 6 000 

Less 1/6 for repairs l,t>00 5,000 ' 

Income from Dnsmess IQ qOq 

Income from other Sources ’ 

Dir dend on ordinary shares 3 qqq ^ q 

Total Income 30 O’M 1,63^” 4 0 

Less Earned Income allowance 4 qqq ~ 

Taxable Income 26 OOO 
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Exempted Ino’>me : — Es. 

Tax free Interest 1,000 

Contribution to P/F 1,200 

Interest on P/P 800 

Life Insurance premium 3,567 


Total 6,567 


Es, as. p. 


2,293 5 4 


2,306 9 0 
4599 14 4 


Average rate of tax= — ^ ^ o^o ~ ~ ~ ~ Pi®® P®^ rupee 


\ 

Rs, 

as. 

P. 

Total Income Tax 

4,599 

14 

4 

Less rebate on Es. 6,567 (exempted income) at 
the average rate is 33.968 pies per rupee. 

1,161 

13 

0 

Total Tax payable by X 

3,438 

i 

4 

Less tax deducted at source 

1,631 

4 

0 

Income Tax now payable 

1,806 

13 

7 


N. B. Super.tax on tlie income of X has not been calculated. 


Income Tax on Es. 12,800 (Es. 11,000 (Salary) + 
Es 1,000 (tax free intetest)+Rs. 3,000 (dividend) — 
Es. 2,200 earned income allowance on Rs. 11,000 

12 800 

(salary) at 3 q’^q of total tax on Rs. 30,000 accord. 

ing to rates specified in the Fipance Act, 1948 . 

Income Tax on Rs. 13,200 (Rs, 5,000 (property) 
d-Rs. 10,000 (Business)— Es. 1,800 as earned income 

13 200 

allowance) at 3 q*qqq of total tax on Rs. 30,000 accord. 

ing to the present rates specified in the Finance -Act 
of 1949 

Tax 


TJr, A i;OQ 1A A 



CHMTER XIV 


TAXATION AT SOURCE INFORMATION 
AT SOURCE 
(S<c *8) 

The question of taxation at eouroa hss attained a position of 
importance in the taxation system of a country Taxation at source 
involves deduction of tax at tae eo rrce of the receipt of income before 
Its actual receipt hy the tax payor For instanca a person who 
holds shares m a Joint stock company, the income which he earns on 
his shares s taxed at the full standard rates before he sots it If th® 
rate proves to bo h eher than ha ought to pay, he can claim a refund 
The compan es profits are always taxed at the maximum rate so that 
the revenue may not suffer In any way and the burden of ciaimtng 
refunds rests on the tax payer 

SahrlM 

Section 18 casts upon an employer, the responsibility o| 
recover ns Income Tax as welt as Super Tax on the amount payable at 
the rate representms the average of rates applicable to the estimated 
total ineomo of the a<ses*oe under the head Salaries* The tax is to 
be deducted monthly and remitted to Income Tax Officer, Salaries 
branch. 

In case of making any payment on account of salary to a 
non resident any person responsible for such payment must deduct 
income tax at maximum rate and Super Tax at the rate or rates 
applicable to the eatimatod mcomo of the uuder this head. 

However, if a ooa.Tes dent emi^oyee receives e cort ficate front 
Income Tax Officer for hie total income or total world income is below 
the chargeable minimum limit or is liable at a lesser rate, the deductton 
of tax, both income tax and super tax, either shall not bo made or made 
a* lower rate * 

In care salary is payable outside BntUh India by or on behalf 
of the Government tax thereon must ba deducted In India and such 
salary to bo converted into rupees at the prescribed rate of Is 6d to 
the rupee 

Etaplojet s respoaslbUUs 

1 The employer can inereare or reduce ihe amount of tax to 
be deducted m order to adjust any excess or deficiency arising out of 
any previous deductions or failure to deduct 

2 Where the deduction is mode by the employers other than 
the Government they are Toqoired to forward to the Income Tax 
Officer a statement showing the prescribed particulars 

3 While escalating the monthly amount of the tax deductible 

from salary the employers can allow rebate on account of income tax 

(and not of super tax) at the average rate of income-tax applicable to 
the employees total income wm salary la respect of the following 

dcailcttfiTm CM,*.. 1 ai — w 
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(i) Sums deducted for securing the deferred annuity to Iiim 
for making provision for his wife or children. 

(if) Employees contribution to the Provident Fund to which 
Act of 1925 applies or to a recognized provident fund or super- 
annuation fund. 

{id) Premiums paid by the assossee for life insurance provided 
the employer is satisfied about the amount of the premium. 

Further for the purposes of making any deduction of income-tax 
in the year beginning on the Ist day of April, 1949, under sub.section 
(2) or sub-section (2 B) of Sec. 18 of the Income-Tax Act from any 
earned income chargeable under the head “salaries”, the estimated 
total income of the assessee under this head, shall in computing the 
income-tax to be deducted, bo reduced by amount equal to 1/5 of 
such earned income, but not exceeding in any case Rs. 4,000. but no 
abatement shall be allowed by the person responsible for paying the 
salary in respect of any donations made by the assessee to which 
Sec. 15 B of the Income-tax Act is or may be applied 

However the employer while allowing an abatement on account 
of above deductions need not carry out a check to see whether the 
abatement claim exceeds the 1/6 of the salary or Rs, 6,000 or Rs. 12,000 
(vide Income Tax Manual, page 258). 
iQterest on Securities 

Then again any person responsible for paying any income 
chargeable under the head securities shall at the time of payment 
deduct income-tax and not super,tax at the maximum rate. No income 
tax is to be deducted from interest on treasury bills which is really 
discount. 

It must be noted, however, that if the owner of the security gets 
a certificate from Income Tax Officer that his total income or Total 
World Income is less than minimum liable to tax is only liable to a 
lower rate, the person paying interest shall pay it without deduction 
or shall deduct income-tax at lower rate. 

The person liable to make such deduction is also required to 
give a certificate in the prescribed from containing the particulars 
of the deduction to the person form whose interest income tax has 
been deducted. He is also requhed to send to the Income-Tax Officer 
a statement containing the prescribed particulars. 

Interest to non-residents 

Similarly any person responsible for paying to a person not 
resident any interest not being interest on securities or any sum 
chargeable under the Act must deduct Income-Tax at maximum rate 
unless he is himself liable to pay it as an agent. Here ‘any person’ 
includes banks as well. Banks, as pointed out by the Federation of 
Chambers, are now liable to deduct income tax and super .tax on all 
interest to any non-resident. This is based on grounds of equity as 
when other traders can be treated as agent of residents for this pur- 
pose, there is no reason why banks whatever their status, should not 
be brought in line with them.* 

' . Super-tax on sums paid , to non-residents as above must also be 
deducted at the direction of and at the rates determined by the Income 

‘Memoiandutn of the Federation of Chamber .of Commerce and Industry, 
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Tax Ofllcor But whea m such direcUoin hato been 

tbn Income Tax Officer, Die aupef.tax jhaJ] be deducted at the 

appropriate rates on ibe sum payable 


DlTldeads . 

Income-tax on dividend us paWl by the company direct and wen 
apayfnentmaybeMldtobon'laxation at wureo’ as distinct irom 
‘deduction at source* A. dlridend Is the income of the preTlwM year 
of a «harebo!der m v^hveh it is paid and It is taxed at 'origin the net 
dividend received us to be grossed up for inclusion in the total income 
of the assessee as explained mOhapter XIII Income-tax paid on tneh 
dividends is deemed to liavo been pa'd by the shareholder who w 
allovred credit for the lame A.sli\reho1der is not allowed any credit 
of super tax paid on such dividends as super.tax In esse of ® 
company us a corporation tax, which a company Is required to pay 
on account of the prirtloge of Iheir corporate life 

Super.tax on dividends paid to non rosidonls Is to be deducted at 
the dtreclion of Income Tax Olficer or In the absence of such direction 
at the rate applicable to the total dividend paid to the eliareholdor. 

The company is also required to give a oeriiffesto to 
shareholder to the effect) that the profits of the company out of 
the dividend la pa'd, have either been assessed to Income tax or will 

bo as*e«sed to meome tax, as also indicating the amount of tax so paid 
A. statement containing tbo ptesonbed information as to dividend 
IS also to be forwarded by the company to the Ineome*Tax Officer- 

General 


1. All sums deducted must be paid wiibln proserfbod tune 
to the credit of the Central Qovemment 


2 If a person who Is responsible to dedn t meome tax as 
described above fads to deduct such tax, he shall bo personally 
recponsible for payment of such tax os if be la an aasessoe in default. 


3 All deductions made under the above provisions and paid to 
the Government shall bo deemed to be Income received by the a'sessco 

4 Amount so deducted will be treated as payment of income- 
tax or super.tax on behalf of the person from whose income tliey 
have been deducted and credit for the same iliall bo given to him In 
hi3 a«sesament for next year 


This principle of taxation at eoorce has been of Immense benefit 

to the revenue collecting anthorltics as well as to the tai.paysrs. The 
tax.paycr3 feel the least burden of a tax which is deducted svithout 
the money actually passing through their hands It also avoids 
possible evasion of the tax and thas increasos the revenue of the 
Government Ths importance and benefits of this pnnciplo of 
taxation at source cannot bo denied and is clear from the following 
extract taken from the Report of the British Royal Commission of 
Income Tax, 1920 

"Taxation by deduction at eource Is of paramount importance 
lying as it does at the very root of our income tax eystem. We are 
conv meed that to abandon taxation at the source would mvolvo an 
enorraom loss of revenue and woidd throw upon scruplous, honest and 
careful taxpayers an unfair share of the burden imposed by taxation 
necessary for the country’s needs We are not satisfied that any 
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system of information at the source would bo a practical and efficient 
substitute and it would bo a source of trouble and irritation to the 
community” 

The alternative method to taxation at source is what is known 
as “information at source.” It is followed in Germany, Italy and 
Switzerland and other continental countries. In U. S. A. when 
the tax was levied after the civil war 'information at sourca’ was 
followed. Under this system detailed reports are submitted to 
Government with information regarding the names and addresses 
and the amounts paid. 

It is not easy to bring out the advantages or otherwise of one 
method over the other. It all depends upon the history and past 
experience of tax in any country. But the method of collection of tax 
is said to have the following advantages : - 

Evasion is prevented as the tax payer whose rate is less than 
the company’s rate has to submit a full return of his income in respect 
of which tax at source has been collected. When the tax is convenient 
and certain of collection. But the darker side is not very far hidden. 
The state collects large amounts to which it has in certain cases no 
right to retain, and in others in excess of what it is entitled to retain. 
But this inconveniences are, however, limited in effect. Another 
disadvantage is the failure of the taxpayer through ignorance or 
neglect to claim refunds, but if companies wore required to issue to 
each shareholder a note, together with the dividend warrant 
explaining the conditions under which he is entitled to refund this 
could be prevented. 



QUAVrhlt XV 


SCT orr, GATIRY FOR W ARB AND REFUNDS 
Set olio! losses -S lc 24 


An &'5«os«eB is en*iUed toBftl off aoy io*s «iiicH he rj^talns In 
any year under any he%d charge&Ue under *ec* on G agalnrt his 
lucone from any other head in that year But sush a set off of Josses 
1% permissible with the following HTiitationa — 

1 ^nylo’s sustained under the head ‘capital gains’ can l« 
<»et off only against profits and gains under the fame head See 24 (2A) 

2 Any loss orproGls which has ormen within an Indian State 
cannot bo set off except against the pro*its and gams aecruing or 
ar sing w th n an kd an Slate 

3 Where the as!e« eetaan unregistered firm, that firm alone 
can sot off tao los«es incurred by the firm and no member of an 
unregistered firm IS iJlo" oJ ti *et off bis share of firm’s loss ajamst 
his own Income 

4 Where the ossessee is the registered firm, the loss of 
registered firm is to be set off against ^0 income of the registered 
firm In the Qr«t Instance, and the balance of the loss allocated between 
the partners can then be set off against the partner’s own income 

5 Where an unregistered firm has been taxed as registered 
firm yinder section 23 (S) (h) t'le loss can be sot off I he a re 
gis*ete4 firm 

Carrs (ortvard of bnaloeai tosses 

Closely Connected with the quest on of unab«orbcd deprociatloa 
19 tliat of the carrying forword of business lo«<«o^ A loss due to 
deprcoiation can bo carried forward lor an indeffnite number of years 
In strictness excess doprec.atioa Is not treated as a loss at all because 
the Act provides for the excess ollcwaace over the amoant which will 
reduce the profits In the current year to nil to be treated os part of the 
allowance due for the following year and any ex ess over the amount 
which reduces that profit to nil tube carried forward and treated as 
part of the allowance due foe the next following year and so on The 
Lommiltoe of the Federation of Chambers was of Opinion that the 
relief in the form of set off of losses will prove nugatory If the same 
are aot allowed to bo earned forward a^, therefore, recommended 
that losses from busmesaes, professions or vocations should be carried 
forward for a period of BIX years at least This recom-nondation was 
accepted and it la provided imdee the Act that losses sustained from 
jMi3ines|vUtofessi()pjiT.TwastOTi'Jivrtw‘j’«.'i- .nrl' iVcirneo^ ibrwmtii* 
andset off against the profit of the succeeding year If there are 
sufficient profits in that succeeding year, otherwjse, to the following 
year and so on upto a limit of atx years Apparently this concession 
tobusiflwa interests is expected to prove expensive, and for that 
reaeon the concession is only introduced gradually. Thus, if the result 
for the assessment year 193 MO ts a loss, that loss can only be earned 
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forward for one year ; if tho noxt year’s rostilt is a loss that loss will 
be earned forward for tlie two years and so on. The first loss wiiicli 
■will be available to bo carried forward for tho full period of six 
years will, therefore, bo tho loss arising in tho previous year .for tho 
assessment year 1944.55. 

In this connection following points must bo emphasised : — 

1. Business losses, if they cannot bo sot off wholly against 
their income in tho same year, can bo carried forward to bo set off 
against tho profits of the assessoo from the same business only and 
not from any other business or any other source. Thus, if a business 
whose losses have been carried forward and are to bo sot off is 
discontinued, tho right to carry forward the loss lapses. 

2. The losses su.'^tained after the year ending on 31st March, 
1944, can bo carried forward for a maximum period of six years. 

3. Unabsorbod depreciation, if any, in existence should bo sot 
off in priority to thh setting off tho losses. 

4. The carry forward of losses by registered and unregistered 
firms and their set off are governed by tho same provisions as sot off 
of losses discussed above. 

5. If a loss is sustained under tho head capital gains such a loss 
can bo carried forward to be sot off out of tho inome under tho same 
head for a period not exceeding six years. But a loss under head 
‘capital gain’ which does not exceed Rs. 15,000 m any previous year 
cannot be carried forward. But as capital profi's are made non. 
taxable by the Finance -Act of 1949 from tho assessment year 1949.50 
and onwards capital losses can be carried forward only upto’ the 

. assessment year 1948-49. 

6. Loss sustained in tho Indian State can bo carried forward to 
bo setoff out of tho profits arising in an Indian State from the same 
business, profession or vocation. 

Gbango in constUuHon 

Where change is occurred in the constitution of a firm or whore 
there has been a succession in the business, otherwise, than by 
inheritance, the person actually incurring the loss is only entitled to 
set off the loss against his income. Thus, in a case the change has 
occurred in the constitution of tlie firm, the firm shall not be entitled 
to carry forward and set off the share of loss of a retired or deceased 
partner nor shall any partner be entitled to the benefit of any portion 
of the loss which is not apportionable to him. 

For example, A. B, and C, are partners in a firm. A retires and 
D comes into tho business. A, as ho has retired loses his right to 
carry forward his share of loss of the old firm, but his right to set 
off this loss against his income under other heads in the same year 
remains intact. At the same time B, <3, and D caunot take the 
advantage of this loss and cannot set off against their shares of 
profits in the future years. B and C can carry farward their share 
of losses only. 

Relnuds— Sec. 48, 49 F 

The Income-Tax Amendment Act of 1939 has made a sweeping 
change in the provision relating to Income-Tax refunds. It will not 
now be necessary for a partner of a registered firm to apply for ro_ 
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funds because his income was IWWo to be assessed at a lo^r rate and 
the firm's profits had been charged at the higher rate. The amendoct 
section 23 of the Act of 1939 does away with cumbersome prwednre 
(of firstly charging at maxinmn) rate and eubsequently refunding on 
the application of the partners)bypresctibinRthat the sum payable by 
the partner will not be determine but on the other hand profit “o® 
loss Will be apportioned among partners and considered while asses, 
sing them mdtridually. 

The now Fectlon 18 has been made quite simple. It provides 
that any aases^ee, who satisfies the Income-Tax OIBcer or any o^et 
officer appointed (or this purpose that the amount of tax paid by Mm 
for any year exceeds the amoont for which he Is properly chargeable 
unlor the Act for that year shall be entitled to a refund of such 


excess. 

In case, income of one person is included under the Indian 
Inoomc-Tax Act in the total Income of another person the latter 
person shall be entitled to claim relief. 

The principle of Deduction at source end Taxation at source, 
as explained in the previous chapter also invohros the question M 
tefrmds. 

If a tax payer's income is below the taxable mtahnotn or « 
liable atalo<er rate, he can claim a refund of the tax or excess, 
as the case may be, that has been paid on his behalf to the 
government. Hence here the refunds may be either (i) pure refoods 
e. g. in case of those whose total Income is below the tuftble mist 
mum, or (ii)rebate3 to those who are liable at a lower rate than the 
company rates, 

UoUaUoas tor clalos Ql refonSs 

The limitation period (or claiming refunds has been Increased 
by the Income Tax Amendment Act, section 50 from one year to four 
yean. The limUation period shall be counted from the last day of 
the financial year commencing next after the previous year in which 
the income arose, accrued or was received in British India or brought 
intoEcitish India. 

An application for refunds must be made on the prescribed form 
to the Income Tax Officer concerned, and in case of non-residents to _ 
Income^ Tax Officer non-vesldenls refund circle, Bombay. The 
application is to be accompanied by a return of total Income or total 
world income unless return has been previously filed. All certificates 
relating todednctlon of tax must also be sent along with the appli- 
cation. The applicant may be required to produce evidence In 
support of his total income or total worfd income, ns also for refund. 
If the Income Tax Officer Is satisfied, the refund certificate shall "be 
granted and the amount of refund may thereafter bo paid or It may 
be set on against any tax remained payable. 

Appeals Bgainstthedecision of the Znoome Tax Officer in this 
regard may be made to the Appellate Assistant Commissioner. ’The 
Appellate Assistint Commlsstoner on the exercise of bis appellate 

powers or powers of revision if aatUfied to the tike effect shall cause 

a refund to he made by the Income-Tax Officer of any amount found 
to have been wrongly paid in excess. 

, It due to death, incapacity, ioBolvency, liquidation or other 
legal representative may do 

it on bis behalf. (Sec. 4p F). 
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PAY-AS-YOU-EARW SCHEME 

(Sec. i8 A) 

The insertion of section 18 A in the Indian Income Tax Act has 
brought the Indian. Income Tax system in line with United Kingdom 
and other countries in a scheme well known by the Amendment Act 
XI of 1944 and provides for the collection of tax (Income Tax and 
Super Tax both) in advance in respect of those sources of income in 
respect of which tax is not deductible at source viz. income from 
house properties, business, profession, vocation and other sources. 
Income from Capital Qains is excluded from the operation of this 
section . In respect of income from salary, interest on securities 
and interest and other payment to non-residents as also dividends, the 
practice of advance payment of tax was already in vogue and 
is involved in what we have already discussed in the previous 
chapter under ‘Deduction and Taxation at Source’. But there are 
other sources of income viz. property, business, profession, vocation 
and other sources in respect of which no deduction was made at 
source and the liability to tax was determined in the next following 
year by a regular assessment. Section 18 A does not dispense with 
the regular assessment which is to be made as before for each 
financial year on the basis of the total income of the previous year. 
But it requires every assesses, having a total income of over 
Rs. 6,000 to pay, while he is earning, income tax and super.tax in 
four instalments i. e. on lEth June, 15th September, 15th December 
and 15th March in each financial year. 

On What income tbe advance payment Is to ba made 

Tax in the current year to be paid under the above provisions 
shall be based on the total income of latest previous year in respect 
of which assessment has been completed and such tax shall be 
calculated at the rates in force in the financial year in which the pay, 
ments are to be made. In other words, if the.latest assessment of any 
assesses is for the year 1944.45, the total income for that assessment 
shall be taken as the basis for the advance assessment for the year 
1947-48, and the liability will be determined according to the rates 
sanctioned by the Indian Finance Act 1947. The only exception to this 
general rule is to be found in case of a registered firm where the 
assessment of the firm and its partners are not running side by side 
but the latter are lagging behind. In such cases, the share of profit 
from the firm will be included in the income of the partner according 
to the latest assessment of the partners. The total liability having 
been ascertained the amount will be realized in four instalments as 
noted above. 

If however, the previous year of the assessee with respect to 
any source of income ends after 30th day of April, the total tax will 

16 
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be recovered in Uireo in5tiilmcnt«5 tK lath Seplember, IStii Decent, 
ber and 15 March 


Notice ol demand 

It 18 the duty ot the Inwmo Ta* OfTveer to serve on every 
ftssesseo who'® income exceeds Rs 6,000, a notice of demand, 
upon themlo pay m advance QUifterly an amount equal to 
ofthe amount of Income Tat and 8«per.tax payab o at the ruling rate 
on the basis of the last completed assessment 

If the notice of the (Jemand in persuince of this section is Etw^ 
by the Inoome Tax Officer after any of the dates on which the 
lastalmonta specified therein arc payble, the tax shall payablo m 
equal instalnionts on each of such of these dates as fall after the 
date of the service of the notica of domani or in one fitim on the 
15^ day of MaroU if the notice la eorved after ISth Day oi 
IXjcombor 


Asstsseestwo esftmite 

If any assoseco considers that the tax ho lias been re<iuired to 
pay by the Iiicomo Tax Officer under section 18\ exceeds the 
that will ultimately be payable on that part of bis income In the 
AAsos'meutforthehnancialyeat.hemaymiltobis own CBtlmate ot 
the income and the tax payable thereon Such an estimate on the 
basis of which the avsessee wants to psy tax should be sent to the 
Income Tax Officer and should be m the prescribed form. Thus the 
aseea^ee is provided an option to pay tax m advance qoatterly either 
on the basis of his la^t computed assessment or oir the basis of ht* 
own estimate 

The asscs<ee is al«o allowed to send a revised estimate of the 
tax payable by him before any one of the dates spec fied above bm 
adjust any excess or deficiency 10 ro'pcct of any instalment already 
paid in a subsequent mstalmcnt (SecifiA (s)] 


New assessies 

Persons not hitherto as':oi>sed are also requ rod to send an 
estiraateof then income before the I5th March m each financial year 
and pay tax m advance if their income is liVely to exceed Rs 6,000. 
lS«c z8A (3)1 


Cooffltsslocs 

Where part of the income of the Bssesfee consists of the nature 

of commission which is reccivaWo period cally and is not received 
or adjusted by the payer in the asse^see'a account before any of the 
deferred Information 

should be sent to the Income Tax Officer on the date to which 
W tax IS not paM withm la days of receipt 
or adjustment, lnteie«t at 6% should also be paid iSre./on i8A (.flj 

InUrest 
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Penal Interest [Sec. i8A (6) ( 7 )] 

(i) If the nssessee adopts liis own estimate as the basis for 
advance pay:raents, and the aggregate amount of tax paid by him is less 
than 80% oft the tax determined nn regular assessment (excluding 
any difference due to the tax on income which was liable to deduction 
of tax at source and any difference due to changes in the rates of tax) 
simple interest at 6% per annum is pvayable by him from 1st January 
in the financial year in which the tax paid upto a date of regular 
assessment on which the amount by which tax paid falls short of the 
said eighty percent [Sec. i8A (6) ] 

(ii) In case of newly set up business which is 'assessable on the 
income of the first previous year in the financial year following that 
in which it is set up, the interest is payable only from the 1st -day of 
April of the said financial year and not from 1st January as above. 
[Sec. i8A (6)] , 

(in) If as a result of appeal or revision or a reference to High 
Couit under section 31, 33, 33A or 36 the amount on which the p'enal 
interest is payable is reduced, the interest shall also be reduced 
accordingly and if such excess interest has been paid, it shall be 
refunded with the amount of Income Tax that is refunded 
[Sec. i8A ( 7 )] 

(iv) If on making regular assessment the Income Tax Officer 
finds that the assesses has under- estimated the tax payable by him in 
any of the first three instalments or wrongly defeiTcd the payment 
of the part of the tax, he may require him to pay interest at 6% fob 
the period during which the payment was deficient or was wrongly 
deferred on the amount deficiently paid or on the amount wrongly 
deferred as the case may be. [Sec. iSA {?)] 

Penalties 

. The assessee is also liable to pay the following penalties : — 

( 1 ) Under estimate of tax payable— If during the course of 
regular assessment the Income Tax Officer finds that any assessee 
furnished estimate of the tax payable by him which he knew or has 
reason to believe to he untrue, he may impose a penalty which may 
be one and a half times the amount by which the amount of the tax 
actually paid f alls short of amount of tax that ho is required to pay 
under this section or 80% of the tax determined on regular assess, 
ment whichever is loss [Sec. 18 A ( 9 )] 

(ii) Failure to send an estimate — ^Any person who has not 
hitherto been assessed and whose total income for the period is 
likely to exceed Es. 6,000 is required to send to the Income Tax Officer 
an estimate of tax payable by him. If he fails to do so before’ 15th 
of March and the Income Tax Officer is satisfied in the course of 
regular assessment that such failure was without reasonable cause, 
he may impose a penalty equal to one and a half times, 80% of the 
tax determined on the xegulaf assessment.' [Sec. iSA ( 9 )] 

(u’i) If any assessee does not pay on the' specified date any 
instalment of tax, which he is required to pay as above, and does not 
before the date on which such instalment becomes due sends an 
estimate or revised estimate of the tax payable by him, he shall be 
deemed to be an assessee in default and shall be liable accordingly. 
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At the same time if after safaQiittiag the estimate or revised estimate 
he does not paf aii7 instalmest in accordance therewith on specified 
date except in cases whore payment te deferred under subjection 4, 
he shall also be deemed to bo an aasessoo In default [Sec lBA(9}l 

Nstore o! Admee Pflyneol 

All sums paid under section ISA as above except by way of 
penalty or Interest whether tt is based on previous nsso«sment or on 
asscssee s own estimate or current Income are advance payments 
and are regarded to have been paid in respect of the Inoomtf' of the 
period which would be the previous year for an assessment for the 
financial yosr next following the year in which It was payable and 
credit therefore shall he given to the a««essee on regular aEsessment 
iSec i8A(ii)] 



CHAPTER XVII 

VARIOUS FORMS OF ASSBSSBES 
(A) Infllvlflnals— Sec. i6 (3) 

An individual is liable to pay income,tax on his total income if 
that income exceeds the minimum exemption limit. Tax is payable 
at a graduated scale according to rates prescribed every year by the 
Indian Finance Act. 

In computing the total income of an individual there shall be 
included for the purpose of assessment — 

1. So much of the income of his wife or minor ohUd as arises 
directly or indirectly (a) from the membership of the wife in a firm of 
which her husband is a partner, (b) from the admission of his minor 
son to the benefit of partnership of which such individual is a partner, 
(c)from assets transferred directly or indirectly to the wife by the 
husband otherwise than for adequate consideration or in connection 
with an agreement to live apart, (d) from assets transferred directly 
to a minor child, not being a married daughter otherwise than for 
adequate consideration, 

2. So much of the income of any person or association of 
persons as arises from assets transferred otherwise than for adequate 
consideration by such individual for the benefit of liis wife or minor 
child or both. 

This amendment to the Act regarding the inclusion of the wife’s 
income or minor child’s income as above has come into force in 1937 
but it also applies to oases, where the assets were transferred even 
before 1937 {Madras I. T. R. ig4z and Patna I. T. R. i94t). 

Married Women— Sec, 4 (2) and 16 (3) 

A married woman is liable to income-tax in respect of any 
income which she earns on her own account or any income from 
assets inherited by her or gifted to her by any one other than her 
husband. 

Remittances received by a wife resident in-B^Wi India out of 
the income of her non,jesident husband which is not included iu his 
total income shall be deemed to be income accruing to her in British 
India and shall be taxed accordingly. 

Income from assets transferred by husband to his wife for 
adequate consideration or with an agreement to live apart is taxable 
in the hands of the wife. 

(B) Hindo Undivided Famil.v 

The Indian Income-Tax Act' does not define a Hindu Undivided 
Family and, therefore, to define the ‘undivided family’ we have to take 
recourse to judicial pronouncements. A. Hi n du Undivi ded Family is a 
co.parcmary wtuch has joint famil y propert y and joint'fa mil y incom e. 
Business'daf fie'd onTiy family mern5^s"lifvEwith separate funds cannot 
be assessed as Hindu Undivided Family. [Calcutta 1. T. C- 148 and 8o.) 
Jf there exists any selLacquired property of a Hindu, it cannot be 
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regarded as joint family property dunng Kis life t^e unless it w 
thrown mW the joint or co nmon sto“k {CflleMtl* I T R po and 12, 
1987 and ig35) Under jomt fanily property, Ihereforo, may ne 
included — 

(a) Ancestral property aciiu red by right of hnrth 

(b) Self aegn red property of otto of the family member thrown 
into the joint or common stoek 

(c) Property purchased by a Hindu Undivided Family out of 
the fam ly funds (Allahobai 1 T C 292) 

Under the Hindu Law there are two schools, the Dayabhagd and 
the Wtfflbhara, the former preva ling tn the greater part of Beugm 
and the latter m the re«t India The fundamental difference between 
the two IS in their attitude towards ancestral property and the admw 
Sion of funds into the co-paroenary under corta n circumstances 
Under DajflbhflgaLaw a 'on has no right m the family property so 
longashis father is al ve, whereas under the MiwJcsbard Lawevery 
male member of the family lias a right tn the property as soon a» he 
IS born 

The departmental instructions m th s connection are as follows — 

I The son of a Hindu gorernedbj any school of Hindu Law 
does not ac<iuiro by birth any interest in his /athsTi «l/^eq«treo 

K ty lare'pectof the tocome of such property Iho father is «> 
essed as an individual 

2 (a) In case of Hindu governed by MifoVKiKdTfl Law tho mb 
acquresby birth an interest in his fathers ancestral frorerty aO“ 
therefore, after the hjth of a eon the income from the ancestral 
property Is to be a«3essed as Binda Undivided family 

(b) Butinca«e«{ Hindus governed by Dayobhaga Law, the 
son does not acquire by birth any Intcre’t m ancestral property His 
rights ar se for the first t me on hts father s death In the father s 
He t me therefore the Income from ancestral property Is to be 
a«ees«ed as the income of the ii dividual unless the father hiro«elf 
IS a member of the co parcenary 

3 (a) The income of aeolo surviving male member of a Hindu 

Undivided family governed by Mitaluhara Law is to be assessed as 
his personal laoonelfhe has no son The existence of a wife ond 
da ghters does not ffect the permit on 

(b) Under Dayabhaga Law a co parcenary is formed only when 
tho inheritance opens and there must bo two or more male heirs before 
a co-paTcensTy can be formed But If any of tliese male co parceners 
d es loavmg surviving him a vi dow or a daughter that widow or 
daughter would be admitted into tho co parcenary in tl 0 place of the 
ileceased co parceners As for cxaraplo a Hindu governed by the 
Dayafehata Law des leaving throe eons A BandC Three eons A, B 
undCii^ent the property jo ntly and form a coparcenary {althoU>.h 
each inherit a defned share) Ifbefore partit onlng tho r shatesB 
leaving a daughter CD then A, 
coparcenary originally formed 
DajabSaga Law d ffers 
fromthe Mitaktharara admitting females into the m parcenary in 

certain circumstances altlmugh they cannot origm^ f^raacopat 
ceuarylsa/orncri in Undivided Hmdu Family anSo mwme from 
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the co-parcenary property will, according to Dayabhaga Law, be 
assessable as the income of the Hindu Undivided Family, notwith. 
standing that such co.parcenary .consists of only one male member 
and one or more female members, '' 

4. The income from ancestral property of a Hindu (governed 
by any school of law) with no son but with a wife .and daughter is 
to bo Assessed as the income of the individual. It would be incon. 
sistent with the, interpretation of the Law of Dayabhaga 8, s of the 
Law of Mitakshara to hold that a property which a man has obtained 
from his father belongs to a Hindu Undivided Family by reason of 
his having a wife and daughters. Indeed since under Dayabhaga- 
Law a son has no greater right in his father’s property than that of 
maintenance during his minority and father is the absolute owner 
of the properly devolving upon him, even the existence of a son will 
not make the income of the property in the father’s hand the income 
of an undivided family. 

5. Where the incomo, profits, and gains of a member of an 
undivided family consist of his personal earnings and actiuisitions by 
his own exertion they must be treated as his personal income and not 
as joint family income, unless they flow from the employment in 
in business or otherwise of .the joint family property. 

6. Khojas (and Cutchi Memons) not being Hindus, joint families 
composed of such persons are not Hindu Undivided FamiKes for the 
pui’poses of the Act. 

7. Jains and Sikh undivided families will be treated as Hindu 
Undivided Families unless in any particular case the assessees claim 
that they should not be treated as such. Where such a claim is put 
forward, it is for the assesses to prove the existence of some special 
custom or practice applicable to the family in question which would 
justify its not being treated as a Hindu Undivided Family. 

Basis of taxation 

A Hindu Undivided Family is taxed lixe an individual at a graded 
scale according to its total income and no account is taken of how that 
income is disti'ibuted among the individual members when such indivi. 
dual members are assessed to income,tax or super,tax in respect of theh 
separate incomes. This applies to cases even where the income of 
the Hindu Undivided Family is less than the minimum taxable limit 
and, therefore, not liable to taxation. In other words, a member of 
Hindu Undivided Family is not required ’to pay any tax in respect of 
his share of income of the joint laraily. Such an income is not even 
included in his total income for rate purposes, whether such a share 
has been taxed in the hands of the Hindu Undivided Family or not. 
Conversely the member of an Undivided Family cannot claim a 
refund of tax on the ground that his own total income including his 
share of the family ‘income entitles him to a lower rate of taxation 
than the family. 

XBy the Finance Act of 1949 a distinction . has been made 
between anindividual and a Hindu undivided family in as much as the 
exemption limit in case of the latter has been raised to Rs. 5,000 as 
against Rs. 3,000 in case of the former. But a Hindu undivided 
family must satisfy any one of the following two conditions in order 
to avail itself the above raised limit : — - 
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W tli.t il ta5 rt least two memben ent.Ued to . .bate on parl.lioi. 

family 

*AS°tos to Ibo Indian Finance Act of 19« which has modiCed 
U\o definition of a Company a 'Company' means— 

(i) any Indian company, or 

(ii) any association, whether Incorporated or not and wither 

Indian or non Indian, which is or was assessable or Was ** 

a company for the a«ee«sn\eot for the year ending on 3lst day o 

March, 1948, or which is declared by general or special order oiin 

central Board of Revenue to be a company for the purposes ol uus 
Act 

DA313 07 TAXATIO'4 


locome t£X 

A company is assc^'able to income lax on Us profits at the maXi 
mam rate irrespective of the amount of Its profits 

By the Indian Finance Act 1948 a distinction has been ^ 
the matter of income tax m caeo of an Indian Company and any 
other Company _.-*d 

(i) An Indian Company whose total inoomo does not e*cew 
Rs S5,000 U tenuired to pay income tax on whole of the total laooms 
at tbe rate of 3} annas in the rupee . 

(il) In case of any other Indian Company whose 
exceeds Re 25000 the income-tax payable after dedacllng any rebate 
as explained hereunder shall not exceed the sum calculated at Zi 
annas in the rupees on Rs 25 000 plus half the amount by which tn 
total income exceeds Rs 25,000 

Besdes if the total income of a company (in caso of 
companies whose inoome is more than Rs 25 000) Is reduced W 
seven annas m the rupee and by the sraount, if any exempt f^? 
income tax exceeds the amonat of any dirldends (including dividen^ 
payable at fixed rate) declared in respect of the whole or the Pat* 
the previous year for the a%c««menl for the year ending on 2ts 
March, 1949 and Bo order has been made under sub-section (1) o* 
Section 23A a rebate shdl bo allowed at the rate of one anna P®^ 
rupee on such excess 

This rebate m ease of a company who«e tncome does not 
exce^ Rs 25 000 is to be allowed at the rata of half anna per rup®® 
on the amount of exce<g which is calculated with reference to tot** 
Income as reduced by four and a half annas in the rupee 

This provision makes a wholesome change m the taxation of ® 
w^pany and is Inserted to provide celief to Indian companies The 
effect of the above provbton may be explained by means of tn® 
following illustration 
lUnttration 54 


^pposlng an Indian company has an mcome Rs 40.000 which 

U taxable and has declared dWdends to tbe extent of 50% 
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Solution 

Total Income R'S. 40 000 

The amount of dividend (declared) Rs. 20,000 

Total income as reduced by seven annas in the rupee = 
Rs. 40,000-Ks. 17,500= Rs. 22,500. 

Therefore the amount exceeding the dividends is (R^. 22,500 — 
20,000) Rs. 2, .500 on which a rebate of one anna per. rupee will be 
allowed is Rs. 156,4.0. 

Tax on Rs. 40,000 at 5 as. in the rupee= Rs, 12,500 
Less Rebate allowed 156,4 

Rs. 12,343-12 


But the total tax payable by the company as explained above 
shall not exceed a sum calculated as under — 

2i as. per rupee on Rs, 25,000 = Rs. 3,906-4 

Plus half the excess over Rs. 25,000 

(Rs. 40,000— Rs. 25,000) = Rs. 7,500-0 

Rs. 11,406,4 


Thus the tax payable by the company would be Rs. 11,406 as, 4. 

Illustration 55 

An Indian Company has taxable of Rs. 20,000 and has declared 
dividends amounting to Rs. 12,000. Calculate the tax payable by the 
Company. 

Solution 

Total Income Rs. 20,000 

Dividends Declared Rs. 12,000 

Total income as reduced by 4^ annas in the rupee (Rs. 20,000 — 
Rs. 5,625)= Rs. 14,375. 

Excess of such income over the dividends declared on which 
rebate at 1/2 anna in the rupees can be claimed= (Rs. 14,375 
Rs. 12,000) =Rs. 2,375 

; Rebate on Rs. 2,375 at 1/2 anna per rupee= 74.4,0 

Tax passable at 2h annas on Rs. 20,000 =Rs. 3,125.0,0 
Less Rebate =Rs. 74.4.0 


Tax Payable Rs, 3,050-12.0 

Further in case of those companies whose income exceeds 
Rs. 25, 00 if the amount of dividends (including dividends at fixed 
rate exceed the total income as reduced by seven annas in the rupee 
and other exemptions, an additional income,tax equal to the sum by 
which the aggregate amount of income-tax actually borne by such 
excess falls short of the amount calculated at the rate of 5 annas per 
rupee on the excess dividend shall also be charged. . 

The income-tax actually borne by such excess shall be calculated 
as \mder : — 

17 
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(a) if an order has been made under subsection (1) of section 
23 A of the Income .a ax Act m respect of the undistributed proRtsof 
tint year at the rata of fire annas m the rupee 

(b) m respect of wiy other year at the rate appltcab'a to the 
total income of the company for (hst year reduced hy the rate at 
which rebate. If any, Was allowed on undistributed profits 

The excess diridend shall be deemed to be out of the whole or 
such portion of the undistributed profits of one or more years 
unmediately preceding the pronous year as would bo just sufficient 
to cover the amount of excess dividend and as have not likewise been 
t Jcea into account to cover an excess dividend of a preceding year 
Changes made b; the Floanee Aetot 1949 

The Finance Act of 1949 has removed the distinction between 
the Indian Companies having incomes below Its 2a,000 and tho^e 
having more than Rs 25,Q‘'0 Both the types of Companies now 
stand pari passu with each other la respects of mcome.tax liability, 
the rebate in income tax and the additional Income tax on excess 
dividend 

(i) Both types of Ooinpanles are chargeable at the nurimum 
rate i e S annas m the rupee 

(u) A rebate of one auna per rupee will bo allowed on tneomo 
as reduced by seven annas in the rupee and any mcomo exempt 
from tax la excess of the dividend declared by both types of 
Companies 

(ftr) An additional Income tax will be charged on the profits 
of both types of Companies in respect of the excess dividend deolared 
which IS in excess of the income of the Company as reduoed by seven 
annas in the rupee and any income exempt from tax. This additional 
Income taxon exCf-ss dividend will be computed in the same manner 
as given m the Finance Act of 1948 
ExpUoalloQ 

According to the Finance Act of 1949 the tax payable by the 
Company on the Income as given ut question 54 will be as below — 

Its a p 

Tax on Its 40,000 at 5 as to the rupee . 18,500 0 0 
Less rebate on Us 2^00 at one anna m 
the rupee iSfi 4 q 


12,343 12 0 

Illustration S5 solved on the basis of amendment. 

Tax payable by the Company mi Income vit Bs 20,000 as given 
in question No 49 will bo as below for the assessment year 1949.50 
Solution 

Total Income . . 20 000 

Dividend declared 12 000 

Total Income as reduced by eeven annas in the runee fRa e.i n>v> 
Rs 8,750)=Rs il,2a0 ' " ' 

Excess dividend=Bs 12,000-~Rs 11,250 
»Rs 750 
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, Rs. 

Inoomo Tax on Rs. 20,000 at 5 as, in tlie rupee . 6,250 
The Company would -pay Rs. 6 250 as income-tax plus additional 
income-tax on the excess dividend i.e. Rs. 7o0. 

N.B.— Calculation of taxon excess dividend will be explained 
later on. 

Illustration 56 


During the year ending on 31st March, 1949, a company made 
a profit of Rs. 80,000 of which Rs. 20,000 was derived from agricul- 
ture. The company declared Rs. 55,000 as dividend. Find out the 
amount of tax payable by the company. 

The following further informations are also given 


Year 

ending 31st March 

1945 

1946 

1947 

1948 


Amount of Profit Other particulars 

Rs, 

22,000 

3.000 

10,000 Notice under section 23A 
was served. 

5.000 Out of a total profit of 

Rs. 8,000, Rs. 3,000 were 
declared as div.dend and 
for special reasons notice 
under section 23A was 
not served. 


ASSESSMENT OF THE COMPANY 

Rs. 

Total Income ... ... ... 80,000 

Less Agricultural income (non-taxable) ... 20,000 


Taxable Income of the company ... 60,000 


Rs. a. p. Rs. a. p. 

Income Tax on Rs. 60,000 at 5 as. 
in the rupee ... ... ... 18,750 0 0 

Additional Income-tax’^ on excess 
dividend ... ... ... 1,022 7 4 

19,772 7 4 

Super Tax on Rs, 60,0 00 at 4 as. in 
the rupee ... ... ... 15,000 0 0 

Less rebate at 2 as. in the rupee 
assuming that the company has made 
arrangement for the declaration and pay- 
ment of dividends in. the provinces as 
well as deduction of super-tax ... 7,500 0 0 

7,500 0 0 

Total Tax payable by the compaiiy ... ... 27,272 7 4 


"The additional income-tax on excess dividend has been calou. 
lated as follows : — 



152 


INCOME-TAX & ACOOUNT? 


Income In cxceee of 7 a» of total Income 
income ■“ 

Total InconJe ^ 

F« 

7 as in the rupee of total income — 35,000 
Exempted Income 20 QQO 


and exempted 

Fa 

80000 


5S 000 


35,000 


Dvidend actually declared thus exceed the ebjTO figure by 
Rs 30 000 (Rs 55 000 Dividend— Re 25000 as above) 


On Rs 5 000 at 2 os and 8 0625 pies per rupee 

(5 as— (2 as Qpies— 2 0625ptsasrcbate)) In 

1948-49 the company was allowed rebate on 

Rs 2,750 at i anna to the rupee* 

Rs a p 

834 15 d 

On Rs 10 000 (as not ca under eectlon 23 A was 
served lax actually borne by Its 10 000 is at 

5 annas la the rupee, a full company rate in 
the year 1947) 

Nil 

OtiRa OjOOO (as the cempames profits were 
charged at the faQ company rate (.e , 5 as m 
the rupee m 1946) 

Nil 

On Rs 12 000 at 3 p es (5 as —4 as 9 p es (2 as 

6 plea tax and 2 as 3 pics as snrehstged)] the 
rate of tax borne by Re 12000 in the year 
1945 46) 

187 8 0 

— 

1 — — — 

Total Add t onal Tax 

1022 7 4 


*In the usesament year 1948 49 the con pany vras taxed at the 
rate of 5 as and 6 p es ga the rupee as ib» total income was less than 
Rs 25 000 and was allowed rebate on Rs 2 750 (Total Income— 41 as. 
to the rupee and the dividend declared i c Ra 8 000— Bs 2, ‘’SO 
—Us 3 000) at the rate ol 1 anoa in the rupee The average 
rate of rebate per rupee cornea 2 OO’S pies ^ ^^*te^n^s ;750 
Rs 8S as 15\ 

9 000 / 

0 Alternative to Q No 56 page 111 
Utuetration 56 


During the year ending on 31st March 1949 a company made 
profits of Rs 80 000 of wh cb Bs 20 000 was derived from agr cul 
ture The company declared Bs.55 000 as dvdend Find out the 
amount of tax payable by the company — 

The following further infonnaMons are also given — 
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Year 

Amount ot Profit Other particulars 

ending on 31st March 

Rs. 


1944 

15,000 


1945 

10,000 

Notice under section 23.. A 
was served. 

1946 

3,000 


1947 

10,000 


l948 

5,000 

Out of the total profits of 
Rs. 8,000 Rs. 3,000 were 
declared as dividend and 
no notice under 23A was 
served. 


ASSESSMENT OF THE COMPANY 

Rs. 

Total Income ... ... ... 80,000 

Less Agricultural income (non- taxable) ... 20,000 


Taxable Income ... 60,000 

Rs, a. p. Rs. a. p. 

Income Tax on Rs,60,OCO at 5 as, 
in the rupee ... ... ... 18,750 0 0 

Additional Income Tax on excess 
dividend ... ... 897 7 4 

19,647 7 4 

Super .tax on Rs. 60,000 at 4 as. in 
the rupee ... ... ... 15,000 0 0 

Less rebate at the rate of 2 as. in 
the rupee assuming that the company 
has made arrangement for the declara. 
tion and payment of dividend in the 
provinces as well as deduction of super- 
tax ... ... ... ... 7,500 0 0 

7,500 0 0 


TotaLTax payable by the company ... 27,147 7 4 


The additional income tax on excess dividend has been calcu. 
lated as follows 


Income in excess of 7 as. of total Income and exempted 
income ; — 


Total Income 

7 as. in the rupee of total Income 
Exempted Income 


Rs. 

80,000 

Rs. 

... 35,000 
... 20,000 
— 55,000 


25,000 
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Dividend actually deo’ared thus orceod tbo above figure by 
Rs 30 000{Rs 5o, 000 dividend— Rs 25 000 as above) 

Income Tax on Ri 30000 at the rate oi 5 a-i in tbe rupee 
comes to Rs 9^75 . 

The excess dividends are deemed to have been doclsrw ou o 
tho accumulated profits of the past years In order to find out t 
addlional income tax which is equal to the dilleronco betvreea t e 
tax on Ks 30 000 at tho rate of fire annas in the mpee niinus ''' 

amount of tax actually borno by tho profits of past years which are 

just enough to cover tho excels dividend, tho tax homo by tho pronB 
tf each year wjl have to ho computed which is done as follows 

Income Ta* on Ri Sfioo made m the year 1947 48 ending on 
31st March 1948, at the rate of 2 ns 3 937o* pies m tho rupee was 

Rs 727 8 8 

Income Tax on Rs lo Qoo at Iho rale of o as per rapee current 
lO the year 1945 47 end ng on 3Isl March, 1947» Rs 3 125 

Income Tax on Rt 3 ooo at the rate of 5 as m the rupee current 
m the year 1945 46 ending on 3L*t March, 1946= Rs 937 8 

Inc me Tax on Rj ia.oooatthe rate of 5 as in the rupee for 
tho 1944 45 end ng on 3lst tfarch 1945 (Though tho company rate 
of incomo.tiax lu the year coneecnod Is at 87 pies (2 as 6 pics tax ana 
2 as and 3 P es surcharge Vide Finance Act, 1945) yet as tJie nolico 
under 23 Anad been served in the year the profits of the year are 
deemed to have borne tax at the rate of 5 as in the rupee)* Re. 3,125 
Income Tax on Rs 2,000 (only Rs 2 000 out of Rs 1,50,000 of 
profits of the year 1943*44 are needed to covet the ettesa dnldond) 
at the rate of 54 pios in therupee current in the year 1943 44 vide 
Finance Act 1944« V* 562 8 

Total Income borne by the profits of tho post years 


1947 48 
1946 47 
194a 46 
1944 4a 
1943 44 


Rs a p 
727 8 8 
3,125 0 0 
937 8 0 
3,125 0 0 
562 8 0 


Additional Income Tax — 

Total Income Tax on Rs 3o 000 at tho 
rate of 5 as m the rnpoe 
Less Tax borne by the profits of the 
past years as are just sufficiont to 
cover the excess dividend 

Additional Income tax 

*In the pinions year 1947 48 the profit of the company 
being Ic«s than Rs 2o000 are taxable at the ’•ate of 2 as 6 pies 
m the rupee minus rebate at the rate of 6 pies on Rs 2,750 
(i c , total income as reduced by 41 as in the rupee and the amount 
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of dividend declared i.e., -Rs. 8,000— Rs. 2,250— Rs. 3,000). The 
average rate of rebate comes to 2’0625 pies per rupee i. e., 

Rs. 85-15 as . (rebate on R s. 2,750 at j anna) . 

9,000 (Total income) 

Hence rate of income-tax actually borne by the company per 
rupoe=2 as. 6 pies — 2*0625 pies=2 as. 3*9375 pies in the rupee. 
Dividends In the hands of shareholders 

Any dividend received by shareholders from a company is not 
exempt from taxation in the hands of the shareholders and is included 
in their total income, even though a part of the company’s profits has 
been derived from non.taxable sources. Dividend income, when to 
be included in the total income of a shareholder, is to bo grossed up 
by adding to it the appropriate amount of income-tax applicable 
thereto. The shareholder shall, however, get a credit for the 
amount of income tax so paid on his behalf at the time of his separate 
assessment. 

Super-Tax 

A company in addition is required to pay juper,tax at a flat 
rate on its entire profits. This tax is not paid on behalf of shareholders 
and, therefore, no credit on account of this tax is allowed to them at 
the time of their regular assessment. A shareholder, therefore, may 
have to pay an additional super.tax in respect of the dividends 
receivable by him if his total income exceeds the , required minimum 
beyond which it is liable to super.tax. This is because super.tax is 
of the nature of corporation tax and is to bo paid by the company for 
the privilege which it enjoys in the shape of limited liability and 
corporate finance. 

An Investment Trust Company, however, is exempt from paying 
super-tax a second time in respect of the dividends received from 
other companies which have paid super.tax in respect of the profits 
out of which such dividends are paid. 

Prevention ol avoidance Tax— (Sec. 23 A) 

Taxing the shareholder directly — 

With a view to prevent the avoidance of the payment of super, 
tax through non-distribution of income of a company, in which the 
public do not hold more than 25% of the voting powers alloUed to the 
ordinary shareholders, or the shares of which are not dealt with in 
any Stock Exchange in British India (in other words, where the 
public is not substantially interested according to section 93A) the 
Income Tax Ofiicer is authorized to tax the shareholders directly in*^ 
respect of their ^proportionate share of the income. 

If the company does not distribute 60% of its assessable profit'-, 
as reduced by the amount of income-tax and super.tax payable in 
respect thereof, to its shareholders, the Income Tax Ofiicer shall 
assume that all the profits have been distributed and shall tax the 
shareholders directly, unless he is satisfied that having, regard to the 
previous losses or the smallness of the profits made the payment of a 
dividend or a dividend or ' a larger dividend would he imreasonable. 
Then again, before taxing the shareholders directly he may give time 
to increase the distribution to over 60% limit, in case the , distribution 
is less than 55%. 
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Furtlief.il tho accumulilions of tho pa?t profits exceed 
up capital of the company together with 
property of the sliareholder, or the actual cost of the 
the company whichof et is gre&terjthen the Income 

take acton to tax the shareholdera directly unle-a all the a sessau 

profits are d-stnbuted to the sharehoUew fls dividends 

In all cases howevert before an Inaome/Tax Officer can tax the 
shareholders directly under secUon 23A above, ^ must obtain we 
previous approval of the Inspectiog Assistant Oommissionor, wn , 
m turn, will not accord the approval unless he has given an oppotcanity 
to the company of being beard regarding Its objections, if any 

Formerly, payment of super tax was also avoided by capitalizing 
the profits instead of distributing them ns dividend and later on 
distributing the accumulated prefita in the form of bonus, debentures, 
shares etc. To avoid such happening, the definition of the terra 
‘Dividend has been widened so as to include such a distribution 
as wtU 


It must be noted, however, that where tar has been paid in 
respect of any undistributed profits and gams of a company and such 
profits and gams are aubseqnantty distributed in any year, the 
proportionate ehare therein of any e^reholder of the company shall 
be excluded m computing h s total Incoree of the year 


ID) AioeiUmhorUy 

A local authority va defined as ‘a Mnnicipal Committee, District 
Board, Body of Fort Commissioners or other authority legally entitled 
to or entrusted by the Oovernmeot with the control and masagetnent 
of aMuoleipalorLooclfund' Itincludes Improvement Trust, laleni^ 
Navigation Boards Water Boards, eto As regards the taxation of 
such bodies the Income Tax Eoiptiry CommitWe of 1^5 was of the 
opinion that if any of these bodies carry on iSy extensive commercial 
enterprises, they should be subjected to Iocome.Tax Provision, 
thaiefoTe, IS now made in the new Act for the taxation of the profits 
made by a local authority from the supply of coounodities or services 
outside their jurisdictional area This will leave outside the scope of 
the income tax any surplus made by a local authority on the supply 
of a commodity, such as water, for which fixed rates are charged to 
residents within its own area. If however, a local authority supplies 
a conwodity to another town or area at a profit, this profit will be 
taxable at the maximum rates on the whole of it such tnoome 
(E) i^TlnmMp— Beghtered and Uoreglslered 

The Indian Iticome-Tsti^t adopts the definition of a Fartner 
shm gi^n in the Indian Partnership Act 1932, which defines 
partnership as a relationship between persons who have agreed to 
chare profits of a business carried on by all or any of them acting 

for all Fenons who hare entered into partnership with one another 

ate called Individually ’partners and collectively *a firm and the 
nmft. ’uuuwi •vmnru *hx«n hnisnnras 'ra narrieh on la call^ Iho 
'firm name 


Thetwtion of income from partnership has been ba«ed, on 
quite a different footing A partnership firm has been divided into 
two, regtstered and unregistered A registered firm for purposes of 
lneome.taxison6whichi8 Tegtetered wrth the Income Tax Officer 
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Such a firm must be constituted under the instrument of partnership 
specifying the individual shares of partners and prescribed particulars 
must have been duly registered in the prescribed manner. Under 
the present system a registered firm is to be assessed and its total 
income is determined but the tax payable is not to be determined in 
the hands of the Firm. But the total income of each partner including 
his income from the firm is assessed separately and tax payable is 
determined in his hands. In other 'Words, the total income of the firm 
as assessed for tax purposes is split up between the partners accord- 
ing to their respective shares and is included in each partner’s assess- 
ment along with their other incomes and the tax due on his total 
income is collected directly from him leaving the firm itself to pay no 
tax whatever. 

But if one of the partners is a resident outside British India, the 
firm will be made to pay the tax which would have been payable by 
the partner had he been assessed personally. Similarly if any amount 
of the tax assessed upon a partner cannot be recovered from him, it 
shall be recovered from the firm. 

Super-Tax 

A registered firm as such is not liable to super-tax but the share 
of each partner of the firm’s income is added to his total income and 
he is then individually assessed to super.tax. 

Unregistered firm 

An imregistered firm is assessed like an individual. The firm 
is thus assessed directly on its income and the amount of tax levied on 
total income is also recoverable from it. Each partner’s share is then 
included in his total income for determining the rate of tax applicable 
to his other income but he is not taxed a second time in respect of his 
share of the profits of the firm. If, howevei 7 the total income of the 
firm is below the taxable limit and no tax is paid by it, the partners 
are liable to pay tax on their respective shares along with the tax on 
their other incomes. The partners at the same time are not entitled 
to claim refunds, where them individual rate of tax is lower than that 
of the firm . 

However, under section 23 (5) (b) of the Act, the Income Tax 
Officer may in the case of an unregistered firm, instead of determining 
the tax payable by the firm may proceed to treat it as if it was 
registered, if in his opinion the aggregate amount of tax including 
super-tax payable will be greater if the firm is treated as registered 
than if it is treated as unregistered. 

Super-tax 

For' super-tax purposes also unregistered firm's are treated as 
Individuals. The super.tax is assessed directly on the unregistered 
firms but the individual shares of the partners are not again liable to 
super-tax. However, where an unregistered firm is treated as a 
registered firm, super-tax is payable by each partner of the firm 
individually on his share in the income, profits and gains of the firm 
and not by the firm. 

Set off and carry forward of losses 

Loss of a registered firm can, in the first instance be set off 
against its own income, and then the balance of th,e loss allocated 

18 
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between the parlneis, can be set off against other incomes of the 
partners m the current year individoally The firm can al«o carry 
forward the loss which co^d not be set off, to be set off out of future 
profits of the firm for a period of six years 

An unTcgiJtcred /irm however, is only allowed to set off its own 
loss agamst Its own income or can carry it forward as a business loss 
to be let off out of future years profits for a period of six years under 
section 24 (2), but individual partners of an unregistered firm are not 
allowed to set off their respective share of losses against their other 
Incomes But in case of an unregistered firm treated by the Income 
Tax Officer as a registered firm and assessed ns such, losses can be 
carried forward and set off in the same manner as a reg^ered firm 
Should the firm be regiitered 


The new Income-Tax Amendment Act requires (under section 22J 
every assessao to declare m the return names, addresses, and res 
pective shares of the partoera of the business as well as its branches) 
if any Besides, as has already been noted, the Income-Tax Offl er 
has also been vested with a very wide discretion to assess an unregis- 
tered firm as a registered firm if in bis opinion the aggregate amount 
of Income Tax and Super Tax payable by the partners will be greater 
than the amount which would be payable by the firm and the partners 
individually, if the firm was treated as an unregistered firm 

Such being the case every firm ehould get Itself registered pro 
Tid^ it Is constituted under the deed of partners specifying the 
ndlvidual shares of partnership The Income Tax Officer will not 
lose a chance of treating an unregistered firm as a registered firm In 
case he is of opmon that more tax wiU thus be re»vered Why 
assesaee avail of the advantages of registration 

when the total amount payable by a registered firms partners comes 

to less ihan the amount payable by an unregistered firm ? The 
advantage of registration is clear by the following illustration 
no V*®, partners of an unregistered firm They have 

a™ from the 

8?0^ Suppose the net profit of the firm Is 


Its 3 800 nne? ** assessed on 

share of the narinn^ amount, and the individual 

though It IS helnw ^ cannot claun any refund even 

r^lstcrM lun I of Rs 3000 In case the firm is 

^ the firm as tax shall not be so 

rV% 00 and B ^ 1 non apportioned between partners as A 

toUl lawmVtocWi.n Ik P»t“e« he assessable on their 

Deglslrallon how ellecua— (See a6 a) 

Itself registered under 

rMbtrlfon in t '* ^ submit an Applieitlon for 

SsDoliMlin^i^ K “V”®***® the Income Tax Office 

nanled b^ «n nw ^ partners and is toboaccom 

panied by an instrument of pariner^hp specifying the Individual 
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share of the partners, in duplicate. The Income-Tax officer will then 
conduct enquiries regarding the genuineness of the firm and if satis- 
fied shall endorse the original with a certificate to the effect that the 
registration has been allowed and return the deed to the assessee, the 
duplicate being retained as part of the assessee’s record. 

Registration once granted shall be valid upto the end of the 
financial year in which it is allowed but can be renewed each year by 
the Income-Tax Officer on an application in the prescribed form 
accompanied by a certificate signed by all the partners to the effect 
that the constitution of the firm has not been changed. In the event 
of the constitution being changed a fresh partnership deed should be 
submitted. 

Gronnds^ wfilc& raglslration mai? ba relnsed 

(i) If there is any evidence direct or circumstantial showing the 
ingenuineness of the so-called instrument of partnership, the Income- 
Tax Officer may refuse the registration in question 

(ii) Where the partnership consists of a firm and some indivi- 
duals and deed of partnership while mentioning the proportion in 
which profits and losses are to be shared between the firm and the 
other partners does not specify the shares of partners of the firm 
which is a member of partnership, the partnership cannot be regis. 
tered. 

{iii) Where a partner dies and the application for registration 
does not disclose the fact of death of the partner, registration may 
be refused. 

Concellatlon ol Registration [Sec 23(4) ] 

The Income-Tax Officer is empowered to cancel the registration 
already granted in any of the three following cases and shall make 
the assessment to the best of his judgment : — 

(i) ' Where a person falls to make the return required by the 
general notice under section v2 (2) or has not made a return or a 
revised return under section 22(3). 

(ii) Where a person fails to comply with all the terms of a 
notice issued under section 22(4), which requires an assessee to 
produce or cause to ba produced on a date mentioned therein, such 
accounts or documents as the Income-Tax Officer demands. 

(iii) Where a person having made a return, fails to comply 
with all the terms of a notice issued under section 2 5 (2), which 
required an assessee to be present at the Income Tax Office on a date 
mentioned therein or to produce any evidence in support of his 
return, in case the Income-Tax Officer is not satisfied and has reason 
to believe that the return made under section 22' is incorrect or 
incomplete. 

It must be noted, however, that an order refusing to register a 
firm is appealable and no order for the cancellation of the registration 
shall be passed imless a 14 days notice has been served on the firm. 

Division o! Prolits 

The present Act provides an important change in the method of 
dividing profits between partners. Formerly profits were divisible 
for tax purposes on the basis of the shares of each partner at the time 
of making the assessment. This led to two anomalies : — 
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(i) A newly adm tted partner who came the firm wh^ 
profit? were dec! nlng found himself confr "ted with a tax unott * 
based upon the prerious years profits wh ch wwe much largw 
whch were allotted to an outgoing partner He, therefore, nsa 
piy tax on profits much greater than what he bad personally . 
or had any prospect of tecelTing It was of course, always 
the partners to make some araioahle art ngeinent between theoi'eiT 
for the equitable sharing of the tax bnt when partnership 
are drawn, up it is not always easy to foresee that the inoidence 


Income Tax is to be anomalous 

(lO Then there Is the other *de of the picture UnscrupiA^ 
firms started a practice of introduoing ‘darntny” partners, us 7 
employees or relat ves, just before the assessment proceedings swfw 
and so reap the benefi.t of the low rates of tax on the Income , 

new partners They could d smiss these bogus partners at will a 
enjoy the profits themselres without having to pay tax at the high 
rates appropriate to their own incomes 

All this is now changed and the profits of a registered fir® 
though stiD to be assessed on the firm as constituted at the timeoi 
making the assessment (no other course being practicable) are to be 
divided between the partners who were entitled to them during ‘he 
previous year That is to say, each partner s share lo the Income 
assessed for In ome Tax purposes is exactly what he received or ww 
entitled to receive Thus suppose there was a partnership of A and 
Bin the previous year the profits of which were Bs 50 000 of which 
ATeeeivedBs dOOOOandBRs 10 030 A retired whilst 0 was admirtad 
(la the following year but before the assessment was made) having a 
equal share with a m the profits after the change m partnership The 
assessment would under the new law be made upon the partnership 
firm of B and C but the profits would be apportioned as to Bs 40 000 
toAandBs 10,000 toB Under theoldsystemprofits wouldhare been 
apportioned as to Rs t5 000 to B and R? 25 ODO to 0 even though the 
current year s profits may be only Rs 5000 (so that C a ehare to the 
tax liability would have been taxed on Ri 25000 even though he 
received only Rs. 2 500 profits) 


Ghanla Is Ibe eonsUtotlos oT Ibe FlmHSrc. s6) 

assessment of a firm It is 
tonnutbat a change has oceored in Its constitution or that a firm has 
been newly constituted the assessment should be on the firm as 
constituted at the time of matng the assessment But each partner 
Wo lid be assessed on the share of the firm s income which he was 
entitled to receive in tiie 'previoua vear vit the accounting year la 
question 


If for some reason or the other the tax Msessed upon an out, 
going partner cannot be recovered from him, it will be recovered from 
the firm as existing on the day of the maVmg of the firm s assessment 


Salary, Interest, Gommlsatoa etc to Partnen 

One further change made m the d vision of profits has ewept 
away certain difncultiea whch have arisen owmg to differences In 
interpreting the law when one or mote partner is ent Ued to a salary or 
interest The disputes m the past have been whether the aaUryor 
interest constituted part of the profit or should be separately assessed M 
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a distinct source of income on the partner entitled to receive it and also 
whether any separate assessment to be made should be on the basis of 
the amount due or on the amount received. At present income 
received by a partner from his firm is to be regarded as part of his 
share in the profits of the firm. That is to sayj in computing the 
income of the firm all salaries and interest credited or paid to partners 
are disallowed and are treated as part of their share in the profits 
for the purpose of division between the partners. Sec.jS ( 2 ) provides 
that where an assessee is a partner of a firm (whether registered or 
unregistered) then whether the firm has made a profit or a loss, his 
share whether a net pro^t or net Joss shall be taken to be any salary, 
interest or commission or other remuneration payable to him by the 
firm in respect of the previous year increased or decreased respectively 
by his share in the balance of the profits or loss of the firm after the 
deduction of any interest, soXary commission or other remuneration 
payable to any partner in respect of the previous year. 

This is a more sensible arrangement as there was mttch reality 
in the old disputes as to whether a partner could earn a salary from his 
firm or whether what he received was profit. As the following; 
example shows, there is no double assessment in the new method 
which is clearly equitable and achieves the result of assessing each 
partner of his actual total share in the profits of the undertaking and 
at the rate appropriate on his total income. 

This is made more clear by the following example taken from 
the Beport of Income-Tax Enquiry Committee 1936 — 

A, B, and 0 are partners in a registered firm the trading profit of 
which is Bs. 3,000 (before providing for interest on capital and 
partner’s salary). The partnership deed provides for the payment of 
salaries of Rs. 5.000 to A and Rs. 4,000 to B and of interest Rs. 1,C00 
to A, Rs. 1,500 to B and Rs. ?,000 to 0, the balance of profits 
to be divisible in the proportion of 10% to A 10% to B and 80% 
toC. 

According to the above method the profit and loss account will 
be adjusted as follows : — 



A 

B 

C 

Total 

Salary 

5,000 

4,000 

Hil 

9,000 

Interest 

1,000 

1,500 

2,000 

4,500 

Less Balance 

6,000 

5,500 

' 2,000 

13,500 

of loss 

1,000 

1,000 

8,000 

10,000 


5,000 

• 4,500 

—6,000 

3,500 


The result of this interpretation will be that A by reason of his 
12 months activities in the business of the firm has earned an income . 
(which is now assessable on salary etc. as soon as it is due or payable)' 
of Rs. 5,000, B has earned an income of Rs. 4,500 and O has suffered a 
loss of Rs. 6,000- On this interpretation A’s share will be Rs. 5,000 
(profit,) B’s share Rs. 4,500 (profit) and C will be entitled to ' set off a 
loss of Rs, 6,000 or carry it forward in case be cannot set off. 
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lUostratloQ 57 

The following U the Profit and Loss Account of Messrs. 
Ramatrishna and Sons for the year ending 31st March 1949. The 6rm 
consists of three partners A, B, and 0 sharing profits equally. You 
are required to show the assessment of the firm, if it la registered and 
unregistered. 


Pr#m and Uss Acconnl for the letr ending Slat Hareh 1949 


To stock 1.4.46 
„ Pnrehasss 
„ Advertising Charges 
, Salaries & Wages 
,» Rent 

, General Charges 
„ Audit Fee 
„ Insurance 
,1 Reserve for Doubtful 
,, Debts 
i< Income Tax 
„ Loss on *ale of 
Securities 
I. Chanties 
M Presents 
tt Net Profit 
A 8,333.5.4 
B 2i33.5.4 
02.«3,4.4 


Rs. Rs. 

. 50,000 By Sales 1,19,000 

C0.000 „ Stock 31.347 34,000 

10.000 

12,000 

4.000 

1.000 

3.000 

1.000 

1.500 

1,000 

2.000 

250 

250 


7,000 

i.wiooo 


1,53.000 


The pertne,, haye .ho olho, 

loss lo Colton Businesj 2.m0 


Yolue, 

Net p^Et’as i«r p;;fit'':;id7L“w^r 

Add items disallowed — 

Presents 

Total Taxable income of the fani 


1,500 

1,000 

2,000 

250 

230 


7,000 


5.000 
Rs. 12,000 


(.1) A,...™.., of ,h, F„m « Roe, mod 
on 12,000 eollectfvlly^^t^ th0”l!^er the fi 

individually as under •— Partners shall be assesi 
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0 

Share of Registered 

Firm’s income ... 4,000 

4,000 

4,000 

Less Loss in Cotton Business... 2,000 

• •• 


2;ooo 

4,000 

4,000 

B and C will pay tax as under, whUe A’s income being 

less than 


Rs. 3,000 sh.aU not he taxable i — 


Tax Calculation : — 

Rs. 

Business Income 

4,000 

Less Earned Income Allowance 

800 

Taxable income 

Rs. 3,230 

Tax on first Rs. 1,500 

Nil 

On Balance of Rs. 1,700 at 9 pies 

Rs. 79,11.0 , 

B and C, therefore will pay tax amounting to Rs 106-4,0 each, 
(lit) Assessment of the Firm as Unregistered, 

The firm will be assessed on Rs. 

12,000, the total income and 

shall be required to pay a tax of Rs. 667.3.0 directly, calculated as 

under : - 

Rs. 

Total Income of the Firm 

12,000 

Less earned income allowance 20% 

2,400 

Taxable income of the firm 

”^9,600 

Tax on first Rs. 1,500 

Ril 

On next Rs. 3,500 at 9 pies 

164 1.0 

On Balance of Rs. 4,600 at 1 anna 
and nine pies 

503.2.0 

Total Tax 

Rs. 667.3.0 


The individual partaer’s share of profit of Rs, 4,000 each would 
not be taxed again but will be included in their total income. Theore, 
tically, income being Rs. 2,000 ; Rs. 4,000 ; Rs. 4,000 respectively, yet 
they will not be allowed a refund though their total income is taxable 
at a lower rate. In case of A his total income, being less than 
Rs. 3,000, is not liable to pay any tax but tax paid on his share of 
firm’s income of Rs. 4,000 shall not be refunded to him. 

Comparing the assessment of the two firms registered and un- 
registered as above, it will be noted that the partners in a Registered 
firm pay less tax than that in case of an Unregistered. 

Illustration 58 

The following is the Profit and Loss Account of Rath Trading 
Syndicate, having two partners A and B sharing in the ratio of 2:1. 
You are required to ascertain the total income of the firm and taxable 
income of the partners if the firm is registered as also when it is 
unregistered. A has his other income from Property (net) amount- 
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Ing to R3 13,000, B his recsived mUresl oa deposits QQd Examloatioa 
Remaneratioa acnounting in all to Rs 5,000 


Prollt aad Loss Aceoaot lor tbe joar ending Slst Dee. 1946 



Rs 

Bb 

To Stock 1.1.4$ 

8^U0 By Sales .. 

28,600 

„ Purchases 

15,000 „ Discount 

100 

„ Salaries and wages 

9,000 „ Sto k3l 12 4G , . 

1,500 

„ Rent 

1,800 

„ Sundry Expenses 

800 „ Net Loss 


„ Audit Fee 

500 A 5,200 


„ Income Tax 

300 B 2,600 

7,800 

n Chanty and Presents 

200 


„ Partner’s Salary 

A 1,000 

B 1,000 

2.000 


w Interest on Capital 

A 300 

B 100 

400 






38,000 

33,000 

Solution 





0 ) The toss of the firm would be adjusted as under 


5,000 

— 1,000 


Bs 

7,800 


2.900 

4.900 


Net of the firm as per Profits: LossA/c 
Less expenses not admissible 

Income Tax . 300 

Chanty & Presents . 200 

Partners Salaries 2 000 

Interest on Capital 400 

Firm’e admissible Loss t 

ADocatioa of Loss amonsst the Partners ■ 

Partners’ Salaries 
totorest on Capital 
FirtasLoss DiTlsiWe 

n ^ Admissible Loss 

Partner’s Total Ineoma 

Property income 

Interest 15,000 

Less Loss from Business —3,567 

Rs ^1,433 Us 3,667 

(ii) Asse-smentof thefinn— AsR,»,.. ~ 

In case the firm « registered if i n 
K., ta but the tadmduel wSiuit, ™ th,'X"ttf ta™ 


A 

B 

Total 

Rs 

Rs 

Rs 

1,000 

1,000 

2,000 

300 

100 

400 

—4 867 

—2,433 

—7,300 

—3,567 

—1,333 

—4,900 
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calculated as above vfz. Rs. 11,433 and Rs; 3,667 respectively. The 
firm being registered partners can set off the share of the firm’s loss 
out of their other incomes. 

(lii) Assessment of the firm — As Unregistered. 

Firm being unregistered, it shall be taxed directly and the total 
loss of the firm can be carried forward to be set off out of the future 
profits of the firm as the partners are not allowed to set off their share 
of firm’s loss against their other income aad thus they will pay tax on 
Rs. 15,000 and Es. 5,000 respectively. 

Illuitration 59 

A, B and O are carrying on business in partnership sharing 
profits and losses equally. Their Profit and Loss Account of the year 
ending 3lst March, 1947, is given below. The partnership agreement 
provides that partners are to be allowed interest at 5 percent per 
annum on their capitals and have also to receive ma.iagement salaries 
of Rs. 8,000, Rs. 4,000 and Rs. 2,000 respectively. Their capital 
contributions amount to A Rs 1,00,000, B Rs. 50,000 and C Rs. 40,000. 
You are required to show the allocation of profits amongst the partners. 

Prolit and Loss Accoaot 'or tbe jear ending 31^3.37 

To Trade Expenses 28,700 By Gross Profit 1,95,000 

„ Interest on capital „ Profit on Speculation 2,000 

A 5,000 
B 2,500 

C 2,000 9,500 


„ Salaries 

A 8,000 

B 4,000 


C 2,000 

14,000 


„ Charities 

500 


„ Net Profit 

1,44,300 



1,97,000 

1,97,000 


Solution 


Profit as adjusted for Income ‘Tax 


Rs. 

Net profit. as per Profit & Loss Account 

1,44,300 

Add items disallowed 

Rs. 


Charities 

500 


Interest on Capital 

9,500 


Partner's Salary 

14,000 

24,000 

l,fi8,-300 

Less income not taxable 



Speculation Profit 


2,000 

Taxable income from Business 

1,66,300 
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statement showing DlSTRIBonON OF FIRM’S TOTAL IKOOME 
AMONGST THE PARTNERS. 


Particulars 

Total 

A 

B 

0 


Rs. 

Rs. 

Rs 

Rs 

Salaries 

14,000 

8,000 

4/)00 

2,000 

Interest on Capital 

Profit (Divisible 1,66,300 
less Salary and Interest 

9,M0 

5,000 

2,500 

2,000 

on Capital) 

1,42,800 

47,600 

47,600 

47,600 

Total 

1.66,300 

60.600 

54,100 

51,600 

iUuitratioo 60 






A, B and C are partners in a registered firm sharing profits and 
losses equally The finn has made an assessable profit of Rs 45^00 
T'*"* Th. pattaMS to. thBir other 

ZSSot e“hp.rtS“ >f.trmBPboftot.l 

of Rs 2,000 which 

of b also sharing in an unregistered firn to the extent 

& 10 000® *"*•“'«* tax purposes amounts to 

.“‘^Wertyin^me (net) amounts to Rs 1,500 
from tL r^o ’'f"" 

. loo. of fb 18,000 'n “"f* '“‘‘i”"' 

tn an unrefjista«>.4 fl-m rwu ®r^* ** “It toereio. He is also a partner 

»h.romlhei^“i,“ Hfh^f.f**"^“‘5“’°‘®= 

ond ho, p,am,„r.oi,-p,“*,JSrf’K,Tooo ““ 

Solution ’ ' • 

(t) Statement ot A’a lorone 

® Registered Firm ... 15000 

lit share m an Unregistered Firm ::. s’S 


Uess lo-s on Cotton Business 

lacooie from Business 
Income from Property 

I T. ^etal income 

firm) ’ io unregiste 


20,000 

2,000 

18,000 

1,500 

19 ,^ 

2,600 


16,300 


Taxable Income 

Exempted Income •— 

»““a«8totered firm 
. which must hare been 

A would pay tax on Rs 11 Qon R® 5.000 

Rs. 16,900 ' 11,900 at an average rate applicable to 
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BiiiiJ 0 / tflxalion— An association of persons is assessed m the 
same manner as an indi7idunl on its total income and like an unrogis^ 
tered firm the amount of tax levied at tlie appropriate rate is recover, 
able from the association direct, hfembors of an 'association* are 
exempt from tax second time m tlieir hands, on their shares received 
out of the profits of the association Their shares, however, are 
Included in their respective total income fwr determining the rate 
of tax 

Like an unregistered firm the members are not allowed to claim 
a refund where their Individual rate of tax is lower than that of the 

association 

^Vhere, however, the association does not pay any tax on the 
ground that its total Income IS below the taxable limit, the members 
are liable to pay tax on their proportionato shares along with the 
amount of tax payable m respect of their other Incomes 
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Assessment la case ol probiblo deparloro Iron Brlllsh India (See. 

WUea the iDcomo tax Officer finds tHat aajr usa CiH< U loaring 
British India m the current year or sosn aftomards uaano 
intention of reluming he shall serve a notice upon him, calimg u^n 
him to furnish a return witbm n period not le»s than 7 days from tno 
date of the notice After the expiry of this limit ho may proceed to 
a’^sess him on the followine income 

1 Total income of poriol.fro-n the exp ry of the last previous 

year of which the meo-ne has been assessed In his hands to the 
probable date of departure from British India. 

2 In case hs has not boon prev oualy ass essed, then on tlm total 

income of the period upts tboprobablddala of departure from British 
India , , ,1. 

The assessment sliall bo made on the total incomo of ®^h 
comi^ctcd provio'18 year included in such period, at a rate at which 
such inco no would have been thaiged had it fully asscs'od 


The Income Tax Ufficer shall ostjna^o the total meomo of such 
person during such ponoi and assess it at the rate m force for the 
financial year m which such ass s'^ment is made 

AssesstceotoICO'Owaers . . 

Under the Incomo Tax Act, 1922, the High Court had held that 
when the property was ownoJ jointly by two ptraonswilh defimto 
shares, such persons were aasoss ble on the Income from such pro. 
petty as assoc atiun of individuals 

Under the 1939 Amendment Act such persons are now not to be 
asse sed as an association but the shares of iho.r income from pro. 
petty shall be lnelu<led in their mdiv dual total income 
Dlseontlnaaoce of Boslocss^fScc. 25 and 44) 

Where any bjsmess profession or vocation carried on by a firm 
or association of persons is dissolved every person who was member 
of the firm at the time of disoont nuance or dissolution shall be 
responsible individually as well as jointly for the amount of tax 
payable. 

Any person discontiaulng any buch business profession or 
vocation mu t give a notice to the Inconis Tax Officer withux 15 days 
of the disoontinuance, failure give such notice read rs hun liable 
to a penalty wh ch may be as great as the amount of tax (Sec. 2S (2), 
The Assessment m case of a discontinuance of busmens shall be 
made on the following basis — 

(2) Wbeth tha baslsm Itiseme vtas col lutd hoder Iba 
iQCOtso Tax Act Ot 1918 Where any business or professmn which 
was not assessed under the Act of 1918 is discontinued in any year, an 
assessment can be made in the same year oa the basis of the income 
of the period between the end of thr ^r vious year* and the date of 
such discontinoance, in addition to the usual assessment to be made 
on the income of the ‘pr^vuiue year* e s> ^ hod started business 

m 1927 which closes on 30th Novenffier, 1945, as he wanted to retire 

His aw-Mnting year ended on 31st March For tbe asstssment of 
194a-46, he Was asisssedon his business income of t e year ending 
olst March, 1945 and will also be cesessed supplementardy for the 
same year 1945.46, also oa his income for 8 months 1 e , from April 45 
to Novembtr 45. 



assessment m special oases 


laS 

(b) Where the busiaesa income bad been assessed ander the 
AOt Ol 1918— Where any business or profession which had been 
assessed under the Act of 1918 is discontinued no tax luili be payable 
on (he income of the perioa between the end of the previous year and 
the date of such discontinuance. The assesses can further claim, if 
it be beneficial to him, that the income of the previous year will be 
deemed to have bean the income of the said broken period. The claim 
should be made b^fore the expiry of one year from the date on which 
the business was discontinued and on receipt of the claim, the Income 
Tax Officer shall proceed to make the assessment accordingly. If the 
assessment on the income of the whole of the previous year had been 
made and the tax paid thereon, before such claim was put in, refund 
should be allowed to the assessee of the excess of such tax over the 
revised assessment. 

For example, Mr. M. O. Gupta is the proprietor of National 
Trading Corporation. The Business is carried on since 1910 and 
income-tax was paid under the Act of 1918. The accounting year 
ends on 3lst January every year. The business was closed on 30th 
June, 1945. His profits of the -previous year ending 31st January 
amounted to Es. 25,000 and those of the five months ending 30th June 
1945 to Rs. 4,000. His assessment for the year 1945,46 was not 
completed before 30th June. He has forwarded a claim for relief 
under the above provisions on 15th July 1945. There will be no 
assessment for the year 1946-47 on his total income of the five 
months ending 30th, June 1945. Since no assessment was yet made 
for the assessment year 1945.46 the Income Tax Officer will subs, 
titute the income of the broken period of 5 month (Rs. 4,000) for the 
income of the previous year (Rs.25,000) and make an assessment for 
1945.46 on the income of Rs. 4,000 only. The assessee will thus save 
the tax on the whole of the income of Rs. 25,000. 

When there is a succession to a business, profession or vocation 
which had at any time been taxed under the Income Tax Act of 1918, 
the owner of the business which is also entitled under section 25 (4) to 
the concession enjoyed by the owner of a discontinued business. It 
means that the predecessor m such a case is not liable to pay tax 
on the income of the period from the end of the previous year to the 
date of succession and he can also claim that the income of that 
previous year shall be deemed to be the income of the previous year. 
No claim for relief in such cases shall be entertained unless it is made 
before the expiry of year from the date of succession. 

Assessments of Temporary Residents— Sec. 24A 

When it appears to the Income Tax Officer 'that any person may 
leave British India during the current financial year or shortly 
thereafter and that he has no present intention of returning, the 
Income Tax Officer may assess such person on his total income of the 
period from the expiry of the last previous year up to the probable 
- date of his departure from the British India ; or if he has not been at all 
assessed then on his Total Income of the period from the date of his 
' arrival to the probable date of his departut e. ^ 

The Income Tax Officer shall serve a notice on such person 
under section 22 (2) of the Act, requiring the assessee to file his return 
within such time not being less than 7 days. 

20 
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la such ca^es the assessment wdl be made on the Income of 
each completed preTious 7 ear utcladed to the said 
apphoibla to the oorrespondmg assessment year. As regards the test 
broken year upto the probable date of departure, the income 
haye to be estimated and the rate applicable will be that prevaUing 
m the current financial year. 

Such an Sggesfce shall be required to pay tax before his dcparbire 
and if necessary his bank balance may bo ftoien and bis personal 
assets attached. 


Deeused person's sssessmeal-'Sec. n4 B 

In case of a deceased person, the executor or administrator of a 
deceased person is requjed to pay tax on the Income of the deceased 
but only to the crtont to which ha estate a capable of paying the same. 

"Where a person d es before the publication of the JTotico m the 
press regarding the filing of the Return of the Total Income or before 
the Income Tax Officer issues a notice on him, anch notice will be 
served on his executor or adcninatiator; while if “uch a person dies 
after the receipt of the not'co but without filing a return, the 
administrator or the executor shall be required to ulo the same and to 
produce evidence, accounta and documeuts otc. 


Temporars Transter of Assets 

If the assesses transfers his assets to a noQ.resident or to a 
person not ordinary resident for the purpose of aroiding the tea; 
the Income Tax Officer may treat such income aa the income of such 
transftfor But the followmg conditions must be fulfilled before sueh 
e atop Can be takes by the iscome Tax Officer 

(d) There should be a transfer of assets. 

{b) The income, which if it was the inoome of the transferor, 
should be chargeable to income tax. 

(c) The income should be payable to a Ron^resident (0 by virtue 
or in consequence of the transfer alone, or (it) m coninnctiou with aa 
associated operation, aud 

(d) the transferor ehoutd have acquired the right by virtue of 
which he should have power to enjoy the income. 


B0ciI.VasblQ2 

If by wiifieial arri'mgenieot, an owner of securities sells them to 
his nominee before the due date of thetr interest and buys them back 
from him subsequently so that be received a sort of capital profit while 
hi8 nominee who unot liable to tax received the interest, such interest 
c^ be taken as the income of the vendor (real owner) and not as that 
of the purchaser (temporary owner). 

The Income Tax Officer may la such cases requu'e the assessee 
to lutuish particulars radnre to furnish particulsrs will reader the 
jesses fia&fe to a ; eoaJty which may extend to fis. 50(7 net day- 
daring which the default contunies, 

G&ardiass, Trulees. &£d A4eaf»~Src. 4o 

entitled to teoewe 

on oehalf of such beneScAry any dw^eable mcome, the tax will be 
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STATEMENT Q? TOTAL IHCOUB 


Amount of Taxdoductad 


lacoma from Salary (Earned) .. 1^,000 

Income from Securities — lOAftn*/* 

6% Debentures of Ra 2.00,000 S'OOO^ 

Interest from Tox free securities . . 

Income from Property — 

Annual rental value 15,000 
Less admusible expenses 
l/C for repairs 2,500 

3,700 _W00 8.800 

Income from business — vEarnod) 

Share la the profits of a registered firm 0,500 
Income from other sources ^ ^ 

Income as an Insurance agent (Earned) 12,000 
Interest on deposits 400 

Pension from an State (Earned) 5,000 

Remuneration as an Examiner (Earned] 2,000 
Dixeetor’e fee (Earned) 500 

Total Rs. 08,044 
Less earned Income allowance 4,000 


Exempted income — 

Interest on tax free Oovemmenk Securities Bs 3,000 

Income Tax payable — Ts as p 

Income-Tax on Its 28044 tinoome from ^alary and 
Securities — earned income allowance on Bs 12,000 
(Salary) being of total tax on Bs. 08044 at the 

rates specified in tbe Pmance Act of 1943 7,129 9 ^ 

Income tax on Bs 36,600 (Remaining moome— 

Bs 1,600 for earned income on inoome from business 
(Bs 4,000 (Maximum earned moome allowance) — 2400 

already allowed on Salary) being -?54 t 7* of total Income 
OO o44 

tax on Bs 68,644 at the present rates specified in the 

Finance Act of 1949 9233 15 1 

.. 10,363 8 d 


Tot^ Income-Tax 
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Less rebate at the average rate 48.6 pies ia the 

rupee / on Bs. 3,000 being exempted 

V Ra. 64,644 / 

income ... ... ... ... ... 759 6 0 


Income-Tax payable ... 15,604 2 4 


SUPER .TAX PAYABLE 

on Rs. 12,000 (‘ialary income) 
on Rs. 29,000 (Earned income) 
on Rs. 27,644 (Unearned income) 


Rs. as. p. 
... 1,564 13 4 

... 3,781 10 0 

... 4,892 1 0 


Total ... 10,238 8 4 


total tax payable 


Income-Tax 

Super-tax 


Rs. as. p. 
... 15,604 2 4 

...■ 10,238 8 4 


Tax payable ... ... ... 25,842 10 8 

Less deducted at source ... ... ... 5,620 0 0 


Amoxmt now payable ... 20,222 10 8 


METHOD OF CALCULATION OF BUPER-TAX 


(1) As the total income includes salary of Rs. 12,000 Super-Tax 
on salary income for the Assessment year 1949.50 shall be calculated 
at the rates in force in the previous assessment year i.e. in this case 
1948.49 and the super-tax chargeable on this income shall be propor- 
tionate to the amount of Super-Tax on Total income viz- Rs. 68,644. 

On the salary income of Rs. 12,000 the super.tax has been 
calculated as under : - 


on Rs. 25,000 
on Rs. 15,000 
on Rs. 15,000 
on Rs. 13,644 


• Rs. as. p. 

Hil. 

1875 0 0 
2,812 8 0 
4,263 12 0 


8,951 4 0 


Super- tax on Rs. 12,000 = Rs. • 1,564-13.4 of Rs. 8951.4) 

For rates see Finance Act 1948 as given in the appendix. 

(2) As the income is partly earned and partly unearned super- 
tax on earned and unearned income shall be calculated as under ) — 

(fl) Super.tax on earned income of Rs. 29,000 will be propor- 
tionate to the Super.tax on total income of Rs. 68,644 assuming it to 
be wholly earned : — 
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I6d 


Ra. S5.0Q0 
Ra. 15,000 
Rs. 15,000 
Rs 13,644 

E«. 63,644 


R-. 

Nil 

1,875J) 0 
2312 8.0 
4,2G342J) 

8.9SUJJ 


Super Tax oa Bs. 29300 « 8951-4.0 J 29300/6S644 
Rs. 3781 10.0. 

For rates see Finance Axt 1949 given in the appendix 
(b) The Super.Tax oa uncaroed income ol Rs. 
proporUonate to the Saper-tax on the total income of Es 68,644 
assuming it to be wholly unoaraed. _ 

Ks. 

On Us.MOOO 
..ocItRs, 15,000 
„neitE,. 15,000 

„ next ha. 13,614 ■»>116- 8 0 


Ra. 68,611 


12,l«J3-0 


<n Ea.41,6«-na. 11.117041) oI^^-Re. l,S04OJ). 

For ntes ooasuU Fiaasee Act 1949 gii ea in the appendix 
Therefore the Total amount of Super.Tax payable 

Rs. a p- 

On Salary Rs. 12,000 .. ... 1,564 13 4 

On Income (eam^) Rs. 29,000 ... ... 3,781 10 0 

On Income (unearned) Rs 27,644 ... .. 4392 1 0 

Total Rs. 10238 8 4 


Illustration 62 

A had the foUoirisg tacooie for the year ending 31st March 1949 
Rs. 

1. Salary ... 10,000 

2. Income from properly (Taxable) ... 3,00,000 

3. Income from business 20,000 

4. Qains on sale of securities 20^00 


Asceitain A’a taxable income 
EUperAax payable by hun. 

A’s Assessment for 194S.A9 

and the 

amount of ujcorue and 

1. Salary 

Rs. 

Tax deducted at source 

10,000 

593.12 

2. Income fromproperty 

(Taxable) 

30,000 


3. Income from busmess 

20,000' 


Total Income 

60,000 




Less earned Income 
Allowance 

Taxable Income : — 
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4,000 
56,000 

Rs. a. p. 

Income Tax on Rs. 56,000 

on Rs. 8,000 ( salary i. e. Rs. 10,000— 1,966 10 8 

Rs, 2,000 as earned income allowance on 

Rs. 10,000) being of total tax on 

Rs. 60,000 at the rates specified in the finance 

Act of 1948. . -r 

on Rs. 48,000 ( Remaining income 11,693 12 0 

Bs. 2,000 earned income allowance (Rs. 2,000 

already provided on salary) being of 

total tax on Rs. 60,000 according to the present 
rates given in the Finance Act of 1949. 


- Total Income-Tax 

13,660 6 

8 

Super.tax on Rs. 60,000 : - 
on Rs. 10,000 (salary) ... 

1,041 10 

8 

on Rs. 20,000 (earned) 

... 2,083 5 

4 

on Ra. 30,0 lO (unearned) 

... 4.453 2 

0 

Total Super.tax 

7,578^2 

0 

Income Tax on Rs. 56,000 

13,660 6 

8 

Super.Tax on Rs. 60.000 

7,578 2 

0 

Total Tax 

21,238 8 

8 

Less tax deducted at source 

593 12 

0 

Tax payable by A 

20,644 12 

8 


Note Oapit.il gains are made exempt from tax from the assess, 
ment year 1949..50 

Illustration 63 

A, B, G, and D are four partners in a firm sharing profits and 
losses as 6 : 3 : 2 : 1, The firms income during the previous year 1947.48 


is as under : — 

lis. 

Net income from Property 25,000 

Net profit from the Mill 75,000 

Dividends Gross ' 35,000 

Tax free interest on Govt, securities 51,000 ' 

Taxable interest on securities (gross) ' 64,000 

Mortgage interest 5^000 

Managing Agency commission 60*000 


You are required to ascertain the income of the firm liable to 
super.tax and incomo.tax assmning the firm to be an unregistered one. 
What shall be the partner’s individual taxable income for iacome.tax 
and super-tax, if the firm is a registered one. 

21 
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Solution STATEMENT OF TOTAL INCOME 

. IK 

Income from scouritioa . 51.000 

Interest from Ux-freo secutitioa C4.000 

Interest from taxable soourltiee qqq 

Income from property (net) 751)00 

Income from business 

Income from other sources — jj 

DUidends 5*000 

Mortgage interest f,0*fi00 

Managing Agency commission _ 

Total lb* 3,12/100 

Exempted income — 

Interest on Tax free aeourilios IK 

Inoome Imblo to tax w Us 2,57,000 (» c. Us 8.Gl/)00 mm 

Us 4,000 for earned Income allowance) -enna 

Income liable to super lax is (Us 3,12,000 minus Rs > 
statutory ^lowancc) Us. 337,000. 

(H) Incase of Registorod Firm * , , i. l» 

Income liable to Income liabl® *“ 

Ineome.tax 

A l,i0,500 

B 65,250 Td.OOO 

0 , 43300 58,000 

D 21,750 26,000 


2,61300 3,12.000 

While paying super tax each partner will got an abatement of 
Us. 35,000 as statutory allowance, ao<l whJo paying iaooiseutax eae 

partner will get earned income relief at 20% with a maxironm « 
Us 4,000. 
lUustiatiOB 64 

F, K & Q are equal partbors in John’s Flour Mills, Agra, the 
firm being an unrogUtared one From the following Profit and 
Lobs A/o i)f the firm for the year ending Ist March, 1947, you 
requited to ascertain its income for super .tax purposes and also show 
its allocation amongst the partners 


PROFIT AND U)33 ACCOOHT 


To Salaries 
„ Charities 


„ Bad Debts written off 5 900 
,, Income Tax 3.000 


„ Interest on Capital 


ns. 

50J)00 By Gross Profit 2, 

20J)00 » Profit made on taco 

course (casual) 

5.900 „ Bent from subletting 

3.000 M Discounts and 

allowancet"* 

6.000 w Profit on sale of 

Inrestmenta 
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P 6,000 

K 3,000 

Q 1,000 10,000 


To Partners Salary 
P 10,000 
K 3,000 

Q 6,000 19,000 


„ Het Profits 


General Reserve 
Special Reserve 
P 30,000 
Q 30,000 
K 30,000 


3.70.000 
2,83,900 

40.000 
40,000 


90,000 

1,70,000 


By net Profit 


2,SS.900 

1,70,000 


1,70,000 


Solution ■ • 

Prolits adiosted !or Income Tax purposes Rs. 

ITet profit as per Profit and Loss Account 1,70,000 

Add inadmissible expenses : — Rs. 

Charities 20,000 


Income Tax 

3,000 


Interest on Capital 

10,000 


Partners’ Salaries 

19,000 

52,000 

Less not chargeable under this head : — 
Profit made on race course (casual) 

14,000 

2,22,000 

Rent from subletting (property) 

1,500 


Profit on sale of investments 

18,000 

33,500 

Taxable incoraafrom business 


Rs. 1,88,500 


STATEMENT OF TOTAL INCOME 


Income from Property 1,500 

Income from Business 1,88,500 ^ 

Capital Gains 18,000 


Total Es. 2,08,000 


Income liable to super-tax is Rs. 1,65,000 (i.e., Rs. 2,08,000 less 
Es. 18,000 Capital gains and Rs. 25,000 statutory allowance) 


DISTRIBUTION AMONGST PARTNERS 
P K 

Interest on Capital 6,000—0—0 3,000—0—0 
Salaries 10,000 0 0 3,000-0-0 

Profits 59,666.a0— 8 59,666 .10—8 

Income from race courses 4,666 -10 — 8 4,666—10 — 8 


Q 

1,000— 0—0 
6,000— 0-0 
59,666—10—8 
4,666—10—8 
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Supertax payaUo by conipaniOA acoorJmg U» the Flnanto 
Act of 19 19 — 

Accordios to the Fiaanco Act of 1949 super.tax m the c«o w 
every company »a payable at lUo rate of 4 annat In the rupee on 
the whole of tot^ iaoomo But it la rfortded m the Act that— 

(i) a rebate at the rate of three annae per rupee of the total 
incomes ehill bo allowed m the case of any company which— 

(a) in respect of its ptjSta tiaMe to tax under tha Inoome-t^ 
Actfortho year ending on the 3 at day of Harchi 1950, has 

tho prescribed artangementa for Iho docfarati >.i and payment in 
provinces of tho dividend payable out of such profits ami for t^ 
deduction of aupcr.tax from divulonds in aecordanco with We 
provisions of Sub-SecUon (3D) or (3 C) of *-00 18 of that Act, and 

(b) Is a puhlia company with total income not exceeding 
Rs 25,000 ; 

(«}) a rebate at the rate of ooo anna per rup«c 0 ' the total uicome 
shall fallowed in tho ca<a of any company which satisfies oondition 
(a) but not condition (bl of the pre'cdmgr ^ause ; and 

(ill) arebata of tho rateof one anna per rtirco of tho total 
income ahall be allowed in the ease of any company which, not being 
entitled to a rebate under either of the preceding clause u— 

(c) apublic company whoso shares were offered for sale (hn 
recogniced stock exchanse at any time during the previous year, or 

(b) a oompany aQ of whose shares were held at tho end of ths 
previous year by one or more such pubtio companies as aforosaid : 

Provided further that tho euper.tax payable by a company the 
total income of which exceeds ft'*. 23,000 shall not exceed the 
aggregate of— 

(a) the super.tax which would have been payable by the 
company if the total income bad been Us 23,000, and 

(b) half the amount by which its total income exoeedii 
Rs. 25,000. 

Expldnaticn For tho purposes of ibis paragraph of this part, 
a oompanT shall be deemed to be a public oompany only if it is 
neither a private 'company wiUiin the meaning of tho Indian com- 
panies Act 1913, nor a company in which sham carryins more than 
fifty pet cent of the total voting power were at anv tune during the 
preview? year, held or controlled by less than six persons 
lllottration 65 


During the year ending 31»t December, 194«. a company mode s 
profit of Rs 2#,000. Find wit th« amount of Super-Tai^ payable by 
tbneomnanv. * 


Rs a p Rs. a. P 

(0 Su^r-Tax on Rs 24,000 6.000 0 0 

at 4 ao on the rupee 

Rebate at the rate of 3 as. in 4,500 0 0 

tho rupee assummg that the com. — ■ J 500 0 0 

pany has made arrangement for ' ~ 

the declaration and payment of 
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divi ’ends in the provinces as well 
as the deduction of super ,tax, 

Supor/rax payable ... 1,500 0 0 


(ri) In case the company has made no arrangement as given 
above it shall be entitled to a rebate at the rate of one anna provided 
that it is a public carapany whose shares were offered for sale at any 
during the previous year at any recognized Stock Exchange or whole 
of its shares were held at the end of the previous year by any one 
or more such companies as aforesaid. Tbe super.tax payable by the 
company will be as below : — 

Rs. a. p. 

Super.Tax on Rs. 24,000 at 4 as. in the rupee ... 6,000 0 0 
Less rebate at the rate of one anna in the 

rupee ... 1,500 0 0 


Total Super.Tax payable ... 4,500 0 0 

(j'ii) If the company satisfie.s neither of the above two conditions 
it will pay Super,Tax at the full rate viz 4 annas in the rupee. And 
the tax payable by the company will be : — 

On Rs. 24,000 at 4 as. in the rupee= Rs. 6,000 

Iliuatration 66 

... What would be the super.tax payable by a company who 
has made profits amounting to Rs, 8,000 during the year ended 3lst 
December* 1948 ? 

Rs. 

Supei’.tax on Rs. 80*000 at 4 as. in the rupee ... 20,000 
Less rebate at the rate of 2 as. in the rupee assum- 
ing that the company h is made arrangement for 
the declaration and payment of dividends in the 
provinces as well as deduction of super-tax ... 10,000 


Super.tax payable by the company 10,000 


(li) In case the company does not satisfy the above condition 
it will be entitled to a rebate at the rate of one anna if it is a public 
company whose share are either ohered at any recognized Stock 
Exchange for sale anytime during the previous year or whole of its • 
share were held by any one or more companies as aforesaid. The 
super-tax payable by the company will be as below : 

Rs. 

Super-tax on Rs 80,0! 0 at 4 as in the rupee 20,000 

Less rebate at the rate of one anna 5,000 

Super-tax payable by the company 15,000 

(Hi) But if the company satisfies neither of the above two 
conditions it will get no rebate and the total super-tax payable by 
the company on Rs. 80,000 will be at the rate of 4 as. in the rupee 
i.e. Rs. 20,000. 
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Th« total taxable profits o! a company during the year ended oa 
Sift Deo 19i8 were Rs 26,000 Find out tbearoount of 8upor-iax 
payable by the company. 

Supor-Tat on Rs. 26,000 at 4 aa. lo Ibo rupee ...6,500 
Loss rebate ot tbo rate oI two annas in the rupee 
asGuming tliat tlie company has made arrangement 
for the declaration and payment of dividend in the 
provinces as woU as deduction of aupor.tat ...3,230 

Super.Tax payable by the Company 3^250 

But the company cannot pay super tax more than the supcr.tax 
computed below 


on Rs 25,000 at 4 as. m the rupee 
Less rebate at tbo rate of 3 as. 


on Rs 1,000 '1/2 of Bs. 1,000) 


Rs. 

as 

lU. 

6,250 

0 


4.687 

8 

1,562 



500 



2.0"^ 


Hence the super-tax payable by the company will be 
Ks 2.061 as. 8. 
lUustratioa 68 

You are required to determine the company’s income Iialiln In 
super.iax from Uio following Profit and Loss Account Allowable 
rates of depreciation arc 5% on 'Machinery and 30X on Builduigs. 
PROFIT AND LOSS ACCODNT OF 8WADESU1 JUTE ilIt.T.3 LTD, FOR TUB 
„ .. year ENDlNOSlsTMancjj, 1946. 

To Materials Consumed " 

Stores consum^ 
p Wages 

ti Factory establishment 
„ Office establishment 
income tax 

Loss on sale of investment 
II Bad Debts 

n Interest on Debentures 
„ Reserve for bad debts 
,, Depreciation 
Machinery 10% 


, Net Prom 


To Dividend ordinary 
n » preference 
ft Reserves 
ft Balance 


5 20/100 
8,00/100 
6,50,000 

8.00. 000 

2.00. 000 
10.500 
20.000 

15.000 

10.000 

„ Dividends 

M Transfer fee 

15, COO 
1,500 

1.00,000 
20.0 0 
28.46,000 



70,16,500 


70,t6,500 

15,00.000 

i0/l0/)00 

2,00/100 

1,46,000 

2y Net Profit 

28.46.000 

28,46/100 


28,46,000 
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Solun'on 

Profits adjasted for income tax purposes Es. 

Profit as pec Profit and Loss Account 28,46,000 

Add inadmissible expenses : — 


Income tax 

2,00,000 


Loss on investment 

10,500 


Reserve for Bad debts 

10,000 


Depreciation (excess) 

Machinery 5% 

50,000 


Buildings 20% 

10,00a 

2,80,500 


'' 

31,26,500 

Loss not chargeable under this head : 

: — (Dividends) 

15.000 

Taxable income from business 

Rs, 

31,1 .,500 


STATEMENT OF TOTAL INCOME 

Es, a. p. 

Income from business ... 31, 1,500 0 0 

Incomo from other sources (Dividends) (gross) 21,818 3 0 

Total income Ks. 


31,33,318 3 0 



CHAPTER XX 


AbSr.SSMEl^T, APPEALS AND PENALTIES 


Asstssment Procedare 

0) Filing ot Betoros Ud ler the old Jaw nolx^y jn InJ*» 
was liable to pay moome tax uole^e the Income-Tax Officer sarvea 
upon him a notice to make a return It was possible, thorefore* tor 
pets ns w th quite a large income ta e&CApe income-tax altogelnof 
if the Income Tax Officer did not know of their existence or the sue 
of their income When he was able to find out, he could only assess 
for thtf current year and immediately preceding year and there wm 
no penalty Imposed upon the asses'iee for having esoiped in the 
earlier years, nor was there any way of recovering from him the tax 
which woild have been due in those years if he bad been assessed 


Under the Act as amended by section 22 (2) the Inoomo Tax 
Officer will continue to send notices to every person whom lie believes 
to have an income liable to assessment, requiring them to send a 
return of Uieit total income within 30 daya of the date of tlie notto®, 
but under sabsecUon 1 ho wiU also publish general notices m the 
tress and la a masaer to be preacribod by the Oeatral Board of 
Iteveuue caUing upon every person withm his jurisdiction to make a 
return of his total inoome if that inoome exceeded Rs 3,090 In the 
ptevioua year Within 60 diys of the pnbUcation of the not oe It will 
not in future be open to any body to claim that as he has not 
received an individual notice, and aa such bo 13 not I able to pay the 
tax, because it will be the duty of every person who knows thithe 
has an income liable to assessment to inform the Ineoiue Tat Officer 
and to ash for a return form 


Iffie assessoe, v>hose source of income is hi<iaQ«s> is also 
required to give the following information lq the return of mcome 
L Particulars! location and style of b s principal ^ace of 
business as well a* that of lU branches 


2 Kame» and addresses of the partners in a partnership 
business and the extent uf Uie share and shares of other partners iii 
such business 


f he Income-Tax Officer at his discretion may extend the period 
within which the return IS to be filed in individual ci^s on reason 
able grounds ^ 

Penalties tor sou-filiag returoi— (See 23} In u e the issessCd 
does not file ‘ho return Wiihm 60 days of the publication of nulieea in 
the press or 30 days of receipt of an iudtvtdual Rotted, ho i« lisblo ^ 
the following action — 

In case the assesses fads to file the return m time, a sum uu 
exceeding i\ times af mcame-tdx and luper lax may be pa d in adddw* 
to income-tax and super tax. 

A certain amount of appreheosioa was expie&sod m the Lcgl^a 
Uve Assembly that those new provisions regarding the filing of return 
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would work very harshly on small ignorant assossoes. And honce 
certain exemptions wore made to this right of Income-Tax Officer. 

1. If a person genuinely did not think that his income was largo 
enough to be taxed or was very ignorant and unable to road the public 
notices, the- Income-Tax Officer would not be able to impose any 
penalty because ho has a reasonable cause of not complying with the 
demand. 

2, For the protection of small assessees this provision has been 
further modified so as to prevent the imposition of any penalty on any 
assessoe whose total income is less than Rs. 3,500 unless he has been 
served with an individual notice. 

The reason for excluding incomes below Its. 3,500 is that many 
persons with on^’ a modest income from business do not keep proper 
accounts and it would be very unfair to allow an Income-Tax Officer 
arbitarily to determine the tax at, say, Rs. 3000 when the assesses 
honestly believed that the income was only Rs. 1,500 and::^ impose a 
penalty of non-compliance with the public notice. 

No penalty is to bo imposed on an agent of non-resident 
unless he has been served with an individual notice. 

4. The penalty has been limited to Rs. 25, in case of those 
whose incomes prove to be below the taxable limit. 

If a return has not been submitted within the time prescribed in 
the notice, it may be filed any time before the assessment. If there is 
any error or omission in a return furnished, a revised return may be 
filed any time before the assessment, but the assessee cannot escape 
the penalty for submitting an orginal false return. 

(II) Assessment— (Sec. 23 .) 

(a) When the Income-Tax Officer is satisfied that the return 
submitted is correct and complete, he shall assess the incjme and deter- 
mine the amoimt of tax payable on the basis of such return [Sec. 23 (i)] 
This is generally done in case of ali those assessees who have more or 
less unvariable income derived from salaries, interest on securities • 
and house property. 

(b) But if the Income Tax Officer has reason to believe that ' 
the return submitted by an assesse is not correct or complete he shall 
serve a notice on him requiring him to attend in person to produce 
evidence in support of the return { Sec. 23 ( 2 ) ]. Ha can also call for 

■ any book of accounts or document in support of the return. But ha 
cannot ask the assessee to produce books of accounts of a period of 
more than three years prior to the Accounting year [Sec. 22 ( 4 )] 

The assessee when he is required to present himself, need not 
attend in person and may be presented by a lawyer, auditor, income- 
tax praotioner or by an employee to answer questions and whose 
statement will be binding on him. 

If on production of the necessary evidence the Income-Tax Officer 
is satisfied, he shall make the assessment and determine the tax 
payable. 

Failure to produce accounts or doaumonts asked for by the 
Income Tax Officer will render an as-sessee to be assessed ex-pane. 

He is also punishable on conviotion before a Magistrate with a fine 
which may extend to Rs. 10 per day during which the default con- 

22 , 
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tlnucs or w liable to 1 tJOmUy Hnlof Poct on 28 vfMc’i iiiiy oxU-ivd to 
ono anJ a half limo« tho luca n® lax and «up«.f-tix payablo anil furwor 
tho mcoma tax piyablo rhall bo aidttcrmHoi by tho lacomo.Tax 
OfBcor If tho as3O<is0o m quo.tioT w a rc^tsloroi firmi tho inoomo 
tax olBccr is further empowerod to oinoel iti regbtratlon 

Ex.^arto Asseasment If an auoa-«afa Isto file Uio return of 
his total Incomo within the 'lino mention® 1 in tho n>tl o, tx If ho does 
not produce tho oTidcneo, accounts oto cal'ed for. tho Income Tax 
OHloor. In another not co U^uei to tho assokoo, may make au tx.varte 
assessment to tho host of his jud;rmeDt The Incomo Tax Ofllcor in 
assessing him ex-parie shall go through tho past roturna and sliall tako 
into consideration his local knowelJgo and rcpale of tho a<s&sseo and 
shall estimate the amount of hia mom® taking into consideration the 
nature of trade u well [Sec sd t4) I 

De^peotog the expirte uussmeaL Thoasse>soa nn. UowoTcn 

make an application to Uio Incano.Tax Olhcv'r roiucslmg him to 
reopen ex parte as-^o snieat and to proceed with a fresh avo<fmenl In 
case ho lias sufflciont cause for lut subm (tin; the return in time or 
for not complying With tho notice of tho Inoomo.Tai Ollicor. The 
application should clearly explain all tho fa Is and circumstances under 
which the a'eessoo was prcvoolcj from flllmg tho return or front 
producing evidence, tceounls etc called t>r by tho Incomo.Tax 
OJBcer U tho Income-Tax OUeor t« »ati Tied u,th the reasons 
odvanoM by tho assesses, he can set as de the ex par e assessmuat and 
proceed to make a frosti assessment Incas®) ho is not sitlslled he 
may reopen the ex.parf« assessment 


The assessoe has. however, a remedy against tho ex+nrre 
Msessment that ho can file aa appoil against tho orders U the Iaoomo» 
Tax OfBcer with the Appellate Ass-stanl Commissioner 

The application to raopon the ex rarte assossmont. must be 
made within one month of the service of tho notice of domand of tho 
« parte assessment, otherwise, it will bo summarily rejec,od as time 
barred by tho Incomo Tax Officer 


Emerganci Assessaent-tSrci. a^A, 4fA, B, and C ) 

Under section 2 (1) & (2) Income-Tax Officer Is muir®** 
a notice after tho close of (be Fiscal Year Thus persons UWe 
oommerclil travellers, tjurmg Iheatrxal &>mpaalos, tem^rwy 
^idents Md tlroe who are about to losve India for good o^apo tax by 
departing from India before the close of tho Fiscal years To save tho 
loss of revenue m such cases the Incomo.Tax Officer le authorised to 
requiring him ti> furnUh within seven 
i^nxrv ^itl estimated ^ luooma for tho pojiod from tho 

expiry oi the last pcoTious year to tho probabto date of his departure. 

for thn ro-pect of those assessment is tho rate m force 

the financial year m which the axso''«uont i* made. (Sre s4 A) 

of t-,-,- "'"d c proTidq Cor the a so emont and coUeUion 
intei^ft^ certain clashes of shipping Tho procoduro is mainly 
thetax Wo u “'*’^’'“''d®“to'rnera of such vessels from which 
nartof . rwiflo be irrooovorabla Before departure from any 

raiOtfifBv Master of Ih® Ship shall furnish to tho Incomo, 

Master’s amount paid or payable to thoi 

live stock of fares and freight on tho 

tho port smo. the «m»ol of tho .hip 
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there at. The Income-Tax Officer shall thereafter assess the income 
at 5% the figure furnished. The tax is then levied at the time of 
assessment and the ship is not allowed to leave the port imtil the 
Collector of' Customs is satisfied that the tax has been paid. Any 
adjustments in respect of the tax paid can, however, be made in the 
following year in course of a normal assessment. 

(in) Notice o! Demand— (Secs. 29 and 45) 

Wlion the assessment is made and tax has been determined the 
Income-Tax Officer shall serve on tho assessee a notice of demand 
specifying the sum so payable and the timo and place when and where 
the tax is to be paid. 

In case of a firm or Hindu Undivided Family such notice may 
bo served on any member of the firm or on the Karta or any adult 
member of the family. 

In case of a company or an association of persons, it may be 
addressed to the principal officer thereof. 

Uetbod of Recoyery. Failure to pay tho tax or penalty 
specified in the demand notice by due date will make the person 
liable to be ‘'deemed to be in default” except where (i) the person 
has presented an appeal or (ii) the assessee has been assessed in 
respect of income arising outside British India, in a country, the 
laws of which prohibit or restrict the remittance of money to British 
India. Intentional nonpayment of tax on or before the due date, 
however, leaves the assessee open to the imposition of a penalty as 
great as the amount of tax due from him (Sec. 45). 

The Income-Tax Officer is empowered to levy a penalty on the 
‘assessee in default’ at his discretion. But the penalty imposed under 
this section, shall in no case exceed the amount of arrears recoverable 
from the assessee in default [Sec. 6(i)] 

The Income-Tax Officer is also empowered to forward a certificate 
to the Collector under his signature stating- the amount of arrears 
due from an assessee in default and the Collector will proceed to 
recover it as if it were an arrear of laud revenue [Sec. 46(2)] 

Arrears of tax payable under the head ‘salary’ maybe recovered 
by the Income-Tax Officer through the person paying salaries 
by issuing an order on him to deduct the arrears of tax from salaries 
payable to the assessee in default [Sec, 46(5)] 

No proceedings, hovever, for the recovery of arrears of tax or 
any sum payable under the Act shall be commef.ced after the expira- 
tion of one year from the last date of the Financial Year in which the 
demand is made. In case the sum payable is allowed to be paid by 
instalments, the period of one year shall be reckoned from the date on 
which the last instalment was due, [Sec 46'7)] 

Income escaping assessment— (Sec. 34) 

The Income-Tax Officers are empowered to reopen assessment of 
past years, in case : — 

(i) where the income escapes assessment because of the omission 
or failure on the part of the assessee to make a return of his income 
under Sec. 23 for any year or to disclose fxxlly and truly all material 
facts necessary for his assessment for that year. 
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(2) Whero although tho asaessoe hs9 not failed to make a rolum 
of his income nod has disclosed fulljr and truly all material facta 
necessary for tho assessment of that year* but tho Incomo-tax officer 
has in consequence of information in hia possession reason to believe 
that income, profits or gams cliargcablo to mcomo-tax have escaped 
assessment for any year or have been undormssossed or assessed at 
too low a rate or have been made the subject of exeessire relief under 
this Act or that oxcessiro loss or depreciation allowanco has been 
computed. 

In cases where the income tax has escaped assessment by reason 
of the omission or failure on the part of tho assessee to make a return 
of his mcQiiio as m case (1) above the assessment for the past 8 years 
can ha opened and m other cases for the past four years only. 

But it must bo romombored that before asse'^snioni for post years 
can be obtained previous approval of the Commts.ioner of Income. 

bo obtained by recording liis reasons by the Income-Tax 


Tho previous approval is now necessary not only in those eases 
where the assessee has already been assessed an 1 the Income tax 
oracer wants to reopen the assessment and assesses the escaped 
lucorne but also in cases where the assesses has not been served with 
t**® return. The language of 
seciion a maces the taking of previous approval a ecndition preemant 
before issue of any notice under Section 34. 

*here has been concealment of income ot the 
deliMrate rendering of false returns, assessment for preceding eight 
years can be opened, while in aw other case assessmenU for four 
years only can be opened. 

® ripening assessment for past years has been 

given Dy the Income- lax Amenduig Act of 1939, but does not have 

retrospective effect for years prior to 1st April 1939 in whioh case 
the time limit for reopening assessment is only one year. 

hft at tho ratesat which 

But m charged if the income had not escaped assessment, 

to oii^ t Mncealment of income a penalty which may extend 


(IV) Appeall— Sees. 3o, 3i, 33 A 

omc “ b" c~.S 

.PP..fe) wl„th,rao™.l„ 

lb] If the assesses fools that the amount of hia tot-vl 
been wrongly computed or tax is wrongly LrciilatS ^ ^ 

U.IJUm’S.M*’'' •““™‘ “•P«»ria>.dthe.s,...e. 
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, [e] On refusal to register the firm or on. cancellation of 

registration. 

[/] In case the best judgment is made and the assessee pleads 
that he was prevented from submitting the return on some reasonable 
grounds but the Income-Tax Officer does not cancel assessment made 
under section 27, 

[g] If the assessee denies his liability to be assessed under 
the Act. 

[hJ Assessment in case of discontinuance of business. 

[i] If the Income-Tax Officer refuses to accept partition of 
Hindu Undivided Family. (Sec. 25 A) 

[j] Against the order of assessment where there is change of 
ownership of a business. 

[fc] Against penalty imposed on failure to furnish information 
called for under section 44 E(6) and 44F(5 k 

[l] Against penalty for non-payment of tax [iec. 46(1)]. 

[m] Refusal to allow refund of claims made under section 
48, 49, or 49F or against the amount of refund allowed. 

All appeals made shall be presented within 30 days of the receipt 
of t' e demand notice or penalty objected or of the intimation of the 
refusal of the Income-Tax Officer as the case may be, The time 
limit may be extended by the Appellate Assistant Commissioner at his 
own discretion on reasonable grounds. The appeals must be filed on a 
prescribed form available from the office of the Income-Tax Officer, 
(Sec. 32 ) 

Hearing ol Appeals--(Sec. 3i) 

On receipt of the application of appeal, the Appellate Assistant 
Commissioner shall fix a date and place of hearing and shall send 
a notice to the assessee asking him to produce any evidence he desires. 
The Ai>pellate Assistant Commissioner has the authority to make any 
enquiry h© thinks necessary or to have such enquiries made by the 
Income-Tax Officer. , 

After complete hearing the Appellate Assistant Commissioner 
may confirm, reduce, enhance, annul, or set aside the assessment and 
may direct the Income Tax Officer to make fresh assessment after 
making such enquiries as he may consider necessary or as may be 
directed by the Assistant Commissioner. 

In case of an appeal against ah order refusing to register a firm 
or make a fresh assessment under section 27 he may confirm such 
order or cancel it and direct to register the firm or to make a fresh 
assessment. 

Incase of an appeal against an order under section 25 A (2), 
25(2), 26(2), 48, 49 or 49F, he may confirm, cancel or vary such order. 
In case of appeals against an order sections 28, 44E (6), 44F(5) or 
46 (1), the Assistant Commissioner may confirm, cancel, enhance, or 
reduce the penalty. In case of appeals made against computation of 
loss under section 24, ho may confirm or vary such computation. 

Appeal lo the Appellate Tribanal~(Sec. 33) 

If the assessee is dissatisfied with the order of the Appellate 
Assistant Commissioner of Income-Tax, he can appeal to the. 
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Appellate Tribunal oa payit g a foe of Bs 100 Such aa appeal is 
to be lodged within 60 days of the date of the order of the Appellate 
Assistant Commi^-uonor Tlxe Appellate Tribunal can, however, 
admit an appeal after the expiry of the pre cnbod time on reasonable 
grounds being shown 

After heating both the parties the Appellate Tribunal shall pass 
an order as it thinks fit and shall comoiunicato its decision to the 
as&es«eo aa well as to the Cominuisianer Orders passed by tho 
Appellate Tnbuual sliall bo final and concluaivu unless any quoation 
of law arises out of such order 


Otlleer’fl right ol Appeal 

The CommiRsioner may direct the liibumu.iax Olficor to opi>eal 
to the Ap]>oUato Tribunal -igainst any order passed by an Appellate 
Assustaut CuiuniLssiont-r Thus, as in tho United KLiegduin, the 
w^sc^eo and the liicumg Tax Officer stand as Kiuals before tho two 
appellate authiritLCt, (the Appellate Assistant Coniinissionor and 
Appollatc Tnbuual) Thu right given lo tho Income Tax Department 
to appeal should givo the Appellate Ai^sistant Coinmisstoner confidence 
to decide appeals justly and boldly whethort he dec sion is in favour 
of the nssossce or against him, since he ha) full kno'sledgo that both 
parties have an equal r ght of appeal to the Appellalo Tribunal 

Belercnee to tho nigh Coart—(S<c. 66) 

On any quest on of law either the as«essoe or the Commissioner 
may require the Appellate Tribunal, to make a reference to the High 
Court For such a reference the fts«o«see must pay a fee of Bs 100 
and must be made on a prescribed form within 60 days of the date on 
which the deouion of the Tribu^ has been communicated 

If the Tribunal is of tho opinion that a question of law arises out 
of lU order, it shall Within 00 days of tho receipt of tho application 
draw up a statement of the case and refer it to the litgh Court But 
if it Considers that a pomt of law is not involved, it may refuse to 
state the case 


If the Tribunal refuses to state the case as above, tho applicant 
may apply to the High Court directly witbm six months from tho 
dale on which ho la served with tho notico of refusal, requiring the 
.if H And where such an order Is passed by 

vae High Court, the Tribunal must sta*o the case 

Appeals to Privy CoudcU— fScc 66A) 

Ike 5 

Uavlilonary Fowera ol tbs CotBoUsIooers— (Sec. 33A) 
r., Income-Tax being the admmistr^t.vn 

of tho department is authorised to cell for any file of t .r . 

any authority subordinate to him Uo ctnLt Wr. assesseo by 
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Bectilfcatloa ol Mistakes— (Sec. 35) 

The Commissioners of Income-Tax, the Appellate Assistant 
Commissioner of Income-Tax, the Appellate Tribunal and the Income- 
Tax Officers are empowered to rectify a mistake at any time within 
four years from his order which is apparent from the facts or 
documents. Such mistakes may be rectified either on their own 
instance or on an application being received from the assessees for 
rectification. 

The Income-Tax Officers, however, cannot rectify mistakes of 
those cases which have been dealt with by the Appellate Assistant 
Commissioner or the Commissioner of Income-Tax, on revision. 

If the rectification of mistake involves a reduction in the 
amount of tax assessed the officer shall make a refund of such excess, 
while in case the amount is enhanced, a notice of demand under 
section 29 shall bo given, specifying the sum payable by the assessee. 

This section does not, however, confer on the officers, general 
powers of review or authorize the assessee to introduce any new facts 
in connection with the said assessment. 

Representative of Assessee 

Another change, and one which came into force as from 1st 
April, 1939, is in the direction of restricting the representation of 
assessee by unqualified jiersons. Formerly persons who were 
unqualified for the work could represent the assessee. ‘ Some of them 
were quite unscrupulous in their efforts to get an assessment reduced 
on appeal so as got their fee, or their share of the refund. But under 
the present Act apart from lawyers, accountants who are registered 
or members of recognised association, officers of a scheduled bank, 
relatives or employees of the assessee, and persons who have acted 
as Income-Tax practioners prior to 1st April i93S, no body can 
represent the assessee unless he has passed a recognised accountancy 
examination or has acquired an educational qualification recognised 
by the Central Board of Revenue. 

Provision is also made that persons dismissed from Government 
services after 1st April 1938 and persons found guilty of misconduct 
by their professions, bodies (in the case of lawyers and accountants) 
and by the Commissioner in other oases, are debarred from represent- 
ing assessees in future. The direction of the Commissioner in .any 
of these cases is subject to appeal to the Central Board of Revenue. 

Penalties leviable on Proseeutlon— (Secs. 5i, 52) 

In addition to the penalties discussed in the body of this chapter 
the following offences are punishable on conviction with, a fine of 
■ Rs. lO per day of default •' — 

(a) Failure to deduct aud pay tax from salary, interest on 
securities, payments to non-residents under section IS. 

(b) Failure to furnish certificate of deduction of tax at source. 
[Section 18(9)] 

(c) Failure to furnish certificate of payment of tax in respect 
,, of dividends deolareti by a company. ISection 20] 

(d) -Failure to deduct and pay arrears of tax from salary if 
asked by Income-Tax Officer. [Sec. 46 (5)] 
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(«) Failure to submit tUo {ollowing roturna * — 

(,) returns showlnR details of persons to whom div^onds of 
more than U«. 1, 001 liavo boon paid. (Sec. 19 Ai duo dale loth June 
each year) , 

(jj) details of persons to vklium salary of more than Rh, 1,600 
per annum has been paid and tho amount of tax deducted in te^oct 
thereof (Sec 21 , due date 3oth April each year ) ; 

(fji) details of persons to whom interest of more than Rs. 400 
has been paid (Sec. zo A., dut date x9ih June each jear) ; 


(iv) Betura of total income and total world inoomo tn compliance ^ 
with special notice issued under section 23 (2) ; 

(v) Itetur/i of persons to whom rent, intcrosL commission, 
royalty, brokerage ; or annuity of more than Its 400 has boon paid 
[Sec 38 (3)1 . 

(vi) Return of membors of firm, adult male members of a Hindu 
undivided family or of beneOaiaries, [See 33 (i) ( 2 ) 1 : 

(vu) Failure to produce or cause to be produced books of account 
or document asked for by the facome.Tax Officer. [See. 22 (4) } ; 

(vio) Fadure to grant laspootton or to allow copies to bo taken 
m accordance with the provisions of section 39. 

In addition all deliberate misstatements m the returns and forms 
prescribed in sections 19A, 21 , 26 A. ( 2 }, 30 (3), or 33 (3) is punishablo 
on ooavicticn witli simple imprisonment which may extend to six 
months or With a floe upto Ks IJW or both. 

Ko prosecution can, however, bo lostltuled for any uf the above 
offences without the approval of the Jospocting Assistant Commis. 
sioner who is also empowered to compound such offencos even after 
Prosecution has been launched, 
l&dltlal Proctedla£»<^s<c. 37) 

Incomc.Tax Officers, Appellate Assistant Commissioner”, Com. 
missioner and AppcUato Tribunal are oU empowored - 

(a) to enforce the aUeadauv.e of any person and examine him 
on oath or affirmation . 


(b) to compel tho production of documents ; 

(c) to issue Commission forExunmation of witness. 

SecrecY nboat (ha Betorna— (See. m) 


Income tax returns and statements are all caandootial and any 
breach in it punishable with imprisoucaent uplo six months or a finn 
at the discretion of the court But a diaolosura can be made to such 
persons only -wliQ act m tho execution of the Ant itself as also undei 
”pecified circumstances ' 


Rr^r.1. P^sewtion o n, however, be jnstjJutwJ praTi<}ti3 

approval of the Commiss oner, ^ 



CHAPTER XXI 


DOUBLE TAX.4TI0U 

Double Taxation has been defined as the levy of more than one 
tax by one or more authorities oh the same tax basis or handle. It has 
two aspects, internal and international and each aspect has various 
possibilities. For instance, it was held that the Employment Tax 
levied by U. P. Government, as it was levied on salary earners, is a 
tax on income and thus constitutes double Taxation. But it is a 
matter of opinion and many arguments can be given in favour or 
against the contention. In the -same way it was also argued that a tax 
on profession, license and employment in Bengal falls on income and 
constitute double taxation as only those persons are liable under it who 
pay income-tax. It all depends on how we interpret it. Here we are 
not concerned with this sort of double taxation and hence it is not 
proposed to deal with it at length. 

International Double Taxation, as it is called, arises owing to 
the adoption of two fundamentally distinct bases of taxation viz., 
those of origin of income and of domicile or permanent residence of 
the recipient of such income. This problem of conflict between laws 
relatmg to income-tax in different states was considered by the Com- 
mittee of experts appointed by the League of Nations. With regard 
to British Empire the question of Double Taxation was considered 
by the Royal Commission on Income-Tax in 1920 whenasub.com- 
mittee of the ooraraission conferred with the representatives of the 
Dominions and India and evolved a scheme. To carry it out United 
Kingdom and the Dominions including India are each required to 
sacrifice a portion of their revenue under certain defined conditions. 

Before proceeding further, it must be first determined whether 
relief is to be granted to doubly taxed individuals or to doubly taxed 
income. For if relief is to be granted to doubly taxed income, it will 
mean in effect relief to the foreigner who receives that income in his 
own country. If, on the other hand, it is restricted to doubly taxed 
individuals, it will mean the grant of relief to Indian nationals. 

Considered in the light of this principle, the Indian position can 
he examined from three different angles : — [1] Double Taxatiou in 
relation to Indian States and other parts of Dominions [2] India and 
Great Britain, [3] India and countries outside the Empire. v 

I. lodiaQ States and other parts of Dominions 

Problem of double Taxation of Income received in British India 
from Indian States does not arise as the present system makes 
adequate provision to avoid it. 

Formerly very extensive powers ^were given to the Governor- 
General in Council by Sec. 60 which enabled him to grant any relief 
or exemption to any class of person in respect of any class of income. 
This very wide power has been withdrawn for the future and any 
fresh arrangements for Double Income-Tax Relief must now be made 
imder and strictly limited, by the conditions of the new section [49A] 

23 ' 
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whiob has specially boea inserled for this purpose Oae ImportMt 
condition in the new section is that relief can only bo gir’enuu 
Dominion in question giants reciprocal relief so that the whole burden 
of givmg Double Income Tax relief does not fall upon British India. 
The system already in vogue is that when a person pays British Indian 
Tax and State Xaconie.Tax on the same portion of his Inoome, he 
IS entitled to rocover the lesser of the two taxes and the cost of relief 
IS shared by the two taxing authorities. Hence, relief from doable 
income-tax is given both to Indians and Indian income. 

II. India and Great Brilala 

As regards relief from double Income-Tax between Great Britain ' 
and British India, the o-sa is entirely different Section 49 in this 
connection tuns as follows ~ 

**11 any person who has paid, by deduction under section 18 or 
otherwise, Indian Income-Tax for any year on any part of his 
incomes proves to the satisfaction of the Income-Tax Officer tiiat he 
has paid by deduction or otherwise, the United £ingdoni income-tax 
for that year m respect of the same part of his income and that the 
rate at whic'i he was entitiod to and has obtained relief under the 
provisions of section 27 of the Vinatice Act 1920, is less than the 
Indian rate of tax charged In respect of that tart of his income, he 
shall be entitled to a refund of a sum calculate on that partofhes 
income at a rate equal to the difference between the Indian rate of 
tax oe the apprepnate rate of United Eta dom income-taz, wbioherar 
18 less, and the rate at which ho was entitled to and obtained relief 
under that section .** 

Provided that the rate at which the refund is to be given shall 
not exceed oae..half of the Indian rate of tax.*’ 

In Sub-Section V ( 1 ) 

(a) the expression "Indiau Ineama Tax” means ucome-Cax and 
super.tax charg^ in accordance wuh the provisions of this A.ct. 

fb) the expression “Indian rate of tax" means the amount of 
the Indian income-tax divid^ by the income on which it was charged. 

(c) the expre°8ioQ “UnitediKingdom Income-tax'* means income 
tax and euper-tax eliargeable m acoordance with the provisions of the 
Income tax Act 


What It amounts to la clear from the following example - 
Supposing that 48 fd-isthe Tax per £ on an mcome of £ 2000 
in England while Re 1 or Is Gd on Ks 13-1.3 or £1 In India, then 
there will be, no refund as the Indian Rate of tax is less than half of 
British Rate .But supposing the Indian rate is ^s. 6d then the refund 
will be . 


(4s.6d)-Uof43.6d)-2s 3d 
Hence (28 Sl)-(2a.3d.)a3d refund. 

controlled in the 

Singdom and hare to pay Indian Income Tax on their HnitM 
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totlie United Kingdom ^ Poi^inio^Tncome tax relief) 

United Kingdom ^ 'ff^^tnaTleseTsS annae Double Inoome. 
and 4-45 annas goes to payable to the two countries 

Tax relief), the aggregate of case of this kind (the 

remaining at 8 9 Income-Tax relief given by the 

normal case) the rate of Do .^gjjg;^ngdomrate and the rata of relief 
United Kingdom is between^the rate of relief given by the 

given in India is the Indian rate. Some part of the extra 

United Kingdom ‘^^'^.^o^/company which is a shareholder in 

burden may, however, fall P a double taxation relief 

“n tespIolToC^onylnpot Taxpaid by Ho s«boidia-y oompany. ' 

111. mdla and bLn inserted another section 

(Sec. 49 D) which provides tha t th 

tax relief provisions, ^ ^ g deducted one half of the foreign 

from the tax payable there 1 ®“^^ income-tax whichever is the 

Income-Tax or one half ot me important at present 

lower. This new provision ^ay outside the British Empire are 

because most of the rates of ‘ g^dent in British India became 

relativelylow, butas morep a j.ige, 

subjected to foreign income-ta importance and value to Indians 

it should become of increasing impormuoe 
trading overseas. 

SOLVED QUESTIONS 

(Taken from bSr "f prrrenr rairr 

All the tlttesuons ham J"" „„,3nt year of ipdp 3o. 

Th?rl/o,ei"“Sn.llgr.rhcdarrro, .he gneriionr hn« ten changed, 
where necessary. , 

‘nS^xl income of an ir^^ajwor - 

l?t‘rir;rS;ror1ilO ”St,B.Com.,ld4., 


Solwlion 


Resident and 
Ordinary 
resident 
Rs. 


Resident -but Non 
not ordinary resident 
resident 
Rs. Rs. 


(A) British Indian Income : 
Income from Profession 
v/Less earned income 
' allowance 20% 


13,500 

2,700 

10,800 


13,500 13,500 

2,700 2,700 

10,800 10.800 
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(B) Foreign Income : — 

(a) Reiu tted Inoorao 3,000 

(b) Unromitted In 

excess of Be. 4,500 3,000 


Tax paMt ■— 

1. Resident and ordinary res dent Rs. f;®, ,,'n 

2. Resident but not c^mary resident Rs. 

3. Nonresident _ n n 

(a) If non British non-res dent Bs. dw.lA 

(b) * It British nonjresident Bs. /.OT/.H-a 

• at^verflje rnie applicable to his totol world income) 
Illustration 70 V 


Illustration 70 V 

Assume the following particulars regarding the taxable 
or deductible loss of a person for the preeious year ended Slst Majcn, 
1948and then calculate hi8 tola’ income or total world income when 
he 18 10 a resident and ordinary resident, (it) a resident but not 
ordioary resident, and (j^u) a soo. resident. 

Income arising in British India— Salary Bs, 3600* Interest on 
securities Bs. 7, 500> Profits from business Bs 10 , 500 , DiTidend (e^oss) 
Bs. 500. A loss of Bs. 500 has been computed from property. 

Income arising without British Indie— Amount of foreign 
mcome actually remitted to British India Rs 9, 600, unremitted Inoome 
from business [eoatrolled in India) Re. 8,000» and unremitted inoome 
from property Bs 1,500 A lose of Be. 500 on account of same foreign 
inoome has aUo been carried forward from 1946.47 assessment year. 

(A.i;,B.Com, 1944) 

Solulion 


STATEUBNT OF TOTAJ. INCOME 


Resident Resident Non, 
snd ordinary, butnotordin resident 
resident ary resident 
Rs. Rs. Rs. 


(A) British Indian Income 

1. Income from Salary 

2. Income from Securities 

3. Income from Business 

4. Income from Dividend 


Bew loss in Property 


(B) Foreign Income •— 
L RomiUod Income 


21,600 

9,600 


21,600 


aiMO 
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2. Unremitted Income 

(a) From business con. 

trolled in British 

India 8^000 8,000 

Less loss 500 500 

7,500 7,500 3,000^ 

(b) Property 

Income 1,500 

9,000 4,500* 

Total Income Rs. 35,700 34,200 21,600 

Add all foreign income ' 18,600 

Total World Income Rs. 40,200 

Notes — (i)"^ In excess of Rs. 4,5oo is taxable only. 

( 2 ) In case of Non-resident total world income of Rs. 40,200 
shall form the basis of taxation, though he will be 
liable^ to pay tax only on Indian income of Rs. 21 , 600 . 

Illustration 71 ^ 

An American came out to Delhi for the first time on Ist 
November, 1948 to take up the post of chief chemist in a large 
chemical works under a five years’ agreement and on a montUy 
salary of Rs. 2,000- His other income in British India upto 31st- 
March, 1949, -Was as follows : — 

(o) One half year’s interest on 3% Second Defence Loan for 
Rs. 25,000. 

(b) 6% dividend less tax on Rs. 10,000 Preference shares in an 
electrical supply company, whose entire profits are taxable. 

(c) A dividend of Rs. 3 and a bonus of Rs. 2 per share (both 
without deduction of tax) on 1,000 shares in a jute mill company, 
80% of whose profits are taxable. 

(d) Rs. 250 as director’s fees. 

Prepare a statement showing bis income.tax liability for the 
financial year 1949-50, and state whether he would be regarded a 
resident or a non resident for this purpose. 

[A.U., B. Com., 1943]. 

Solution 

statement of total income 

Amount Tax deducted 

at source 

Rs. As. P. Rs. As. P. 

Income from Salary 8,000 0 0 393 12 0 

Income from Securities J year’s 
interest on 3% Second Defence 
Loan Rs. 25,000 


375 0 0 


117 3 0 
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Income from Otiier Sources t 
Director's fee 
Dividend (gross) 


250 0 0 
7,266 10 0 


1354 2 0 


Bs. 15391 10 0 2,363 1 


Y* Less earned income allowance 20% 1350 0 0 

TazaOle Income Rs. 14,241 10 0 
Tax payable* 

Tax to be refunded '• — 

Tax deducted at source 
Loss Tax payable 


Tax to be refunded 

For determining his liability for inoome.tax he would be 
regarded as a res3ent but not ordinary resident, because, having 
arrived in British India In previous year only, he is likely to remain 
here for more than three years from the date of his arrival. 

N.B, Dividend Gross Bs, 

(b) On Preference Shares of Elecirioal 600 
Company 

(c) On Jute mill company's shares on 
1000 shares Rs. S per share 

Bs. 5,000 Gross ™ 5000 

/ 60 s/ BO \ 

^ Vl92 ^100 ) 

5000 X 4 6,666.10 

3 “ 7366.10 


Bs. 2355JU0 
Bs. 13863.0 


779.1-0 


*lncome.tax on Rs 14,241AO has been oompat-d as below *— 

Rs. as. p. 


Income.' ax on Rs 14310-10 (Rs. 15,641 as to from 
e^aries securities and divIdeDd— Bs I 3 OO earned 
income allowance on Bs 8,000 (salary) bBingjyg|i“of 
total income.tax on Its 15,891 10 (allowing Rs. 1,630 for 
earned income) at the ratea specified in the Finance 
Act of 1948 

Income-tax on Bs. 200 (Rs. 2$0 director's fee — 
rOO 


... 1365 6 0 


B*. 50 for eatnid income aUowance) being -r VI” of 
ld,oaX.10 

fotafinrome-iaxonirs lb'3!IX.a0 (aaowing Bs. 1.650 for 
earned Income allowance) according to the present raiAo 
specified in tbs Finance Act of 1949 


Total mcome-Tax on Bs. 14341.10 


1386 0 0 


the TaxaWa Income of X from 


the following informn. 
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(a) Draws a salary @ Bs, 600 per month. 

(b) Holds the following securities : — 

(i) Bs. 20(000 4% Municipal Debentures, Interest payable 
on January 1 and July 1 

(fi) Bs. 10,000 3% Government Bonds, Interest payable on 
April 1 and October 1. 

(c) Occupies his own house for residence (Annual valuation 
Bs 2,000) The property is subject to mortgage, Bs. 25,000, 
6% per annum interest payable on March 31 

(d) Paid Bs. 1,200 for life insurance premium and contributed 

5% of his salary to a recognized Provident Fund. 

(A.tr., B. Com., 1939) 

Solution 

statement op total income 

Amount Tax deducted 
at source 

Bs, Bs. a p. 

Income from .salary ... 7,200 313 12 0 

Income from securities 

Bs. 20,000, 4% Municipal Debentures .. 800 250 0 0 

Bs. 10,000, 0 % Government Bonds ... . 00 93 12 0 

Income from property (occupied) 

Annual value (1/10 of 12/11 

of 8,300-1500) 742 

Less allowable expenses 
1/6 for Repairs 124 

Mortgage interest 1,500 1,624 —882 




Total 

ess earned income allowance 


Bs. 7,418 657 8 0 

1,440 


Taxable income Bs. 5,978 

Exempted Income 

1. Provident Fund 360 

2. Insurance Premium 876 


Total Bs. 1,236 

Note •• — Provident fund together with life insurance permium 
is exempted from income tax, at average rate applicable to total taxable 
income} onl:y to the ex'ent of i/6 of the total income or Rs. (fcoo, 
whichever is less. 

Illustration 73 

Below are set out particulars of X’s income for the year Slst 
March, 1949 ; — 

(a) Salary Rs. 500 per month ; from which a 10% deduction is 
made for contribution to a recognized provident fund. 

(b) 5% interest on Rs, 15,000 Government securities. 

(c) 7ir% dividend on 100 preference shares of Rs, 100 each. 
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(J) A. tar-fiea dwidsnd of Ho, 6.J.0 por anoonl oa 120 
ordmaty shares. 

(e) Us. 1»200 profit on dealings tn cotton futures. 

{/} Interest : Rs. 34.13 0 ou postal savings bank account and 
tts. 160 on a ba^ fixed deposit. 

During the year he paid Rs. It450 as premium on his life 
policy. He also suffered a loss of Us. 750 ou forward business m 
sugar. 

From the foregoing laformationt you ate asked to prepare SC’s 
assessment for the year 1949.50. 

lA. U., B. Com.. 1940.) 

Soluiion 


statement Of TOTAL INOOME 


Income from Salary 
Income from Securities 
Rs. ISiOQQi 5% Government 
Securities 

Income from Business 
Profit in cotton futures i 

Less loss in sugar future 
Income from other sources 
7^% Dividend on 100 Pre. shares 
Dividend on Ordinary Shares 
{Gross) 

Interest on bank deposit 


f - Less earned income allowance 
{20% of he $.4,0) 

taxable Income 

Exempted Income ; — 
Provident fund 
lTi*iiran''e Premium 


TobI 


Amount 

R& 

.. 6,000 

Tax deducted 
at source 

Ua a. p. 
206 4 0 


750 

234 

6 0 

>0 

iO 

450 




750 

231 

6 0 


L091 

160 

341 

0 0 

Ba, 

9.201 

Loli" 

0 0 


1,290 



Rs. 

7, ST 




Tar payable on Us. 6577 atWOl 
applicable to U«. 7,911) is Re, 3995 5. 

Tax to be refunded 


l>53i 

pies per rupee (average rate 


Tax deducted at source 
Less tax payable 


Us. 

1.016 


Tax to be refunded 


Re. 616 12 7 



i.£sa 


Dividend on Ordinary Shares has been Grossed as follows : — 

ITet div. 

1— (rXp) 



(on 1 vO shares at Rs. 6/4 each) 


750 _ 750X16 
11 11 
16 

= Rs. 1,091 

Income Tax on Rs. 6,377 has been computed as below : — 

Rs. a. p. 

Income Tax on Rs. 7>3gi (Rs. 8,591 from salary 
security and dividend^ Us. 1,200 earned income allowance 
on Rs. 6,000 (salary) being JSgi of total income-tax on 
Rs. 9,201 (allowing Rs. 1,290 as earned income allowance) 
at the rates specified in the Finance A.ct of 1948 ... 468 0 0 

Income-tax on Rs. 520 (Rs. 610 from business and Bank 
deposit — Rs. UO earned income allowance) being of 

total income-tax on Rs. 9,201 (allowing Rs. 1,290 as earned 
income allowance) according to the present rates specified 
in the Finance Act of 1949 ... 27 4 0 


Total Income-tax ... 495 4 0 


or 


Average rate of income-tax=Rs. =12’02 pies per rupee. 

Tax on Rs. 6,377 at 12‘02 pies’ is Rs. 399 as 3 — 5. 

Rs. a. p. 

Income-Tax on Rs. 7,911 at 12'02 pies ... 495 4 0 

Less rebate on Rs. 1,534 (exempted income) at 
12'02 pies ... 96 0 7 


Income-tax on Rs. 6,377 ... 399 3 5 


Illustration 74 

A is the manager of a firm drawing Rs. 600 and a house rent 
allowance of Rs. 50 per month. He contributed Rs. 800 to a recognized 
provident fund. The employer contributed the same amount. The 
interest on his provident fund account for the year was Rs. 915. He 
received two months salary as bonus during the year. His other income 
consisted of (a) Rs. 900 as share of profits from an unregistered firm 
which has been taxed, (b) Rs. 1,275 from property, (c) Rs. 500 interest 
from tax free government securities, and (d) Rs. 810 received as 
dividends. The premimn paid on his life insurance policy was Rs. 600 
and on his wife’s insurance policy was Rs. 265. 

Prepare the assessment for the previous year ended on 31st 
March, 1949. (A. U., B. Cora,, 1946] 

24 
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SolutioA 


aTXTEircirr o? iotai. isooub 


Income from salary 
Salary 
Bonus 

House rent allowance 
•Employer’s contribution 
to Provident Fund 
“■ Interest on Provident 
Fund 


Hs. 

7,200 

l,t00 


800 

915 


Rs. 


10.715 


Tax deducted 
at source. 
RS. 03. p. 


493 12 0 


Income from securities :—• 

Interest from Tax free secucitlas 
Income from Property 

Amniul value 1,275 

' Less 1/6 for Repaus 212 
Income from Business — — ~ 
Share in unreg istercd firm (taxed) 
Income from other sources 
Dividend (gross) 


*)^Les3 earned income allowance 

Taxable Income Its. 


500 • 

ifi&3 

900 

1,178 

* 14^56 

2,143 

12,213 


368 0 0 
861 12 0 


Biempled loeome — — B«. 

1. Interest on securities 500 

2. Interest on Provident Fund 915 

3. Share mvinregisterod firm 900 

4. Provident fund (employers and employoes oontrL 
bution to the extent of 1/6 of the actual salary 

or Be. 6,000 whichever isless) 1,200 

5. Life insurance Premium (Premium together with 
P.F. 1/6 of the total income or Its, 6,000 which. 

ever is less) 8^5 


\ 3;!!! 

Tax payable on Rs. 7,833 at 17.47 ^^s per rupee (avera[;a n<M 
applicable to Rs. 12,213) IS Ra. 713,11-4 \ \avcrage rate 

Tax to be refunded 
Tax deducted at source 
Loss Tax payabfe 


861.12J) 
^s. 712J.1.4 


Tax to be refunded Rs. 149. 0.8 

Notes It «* ajjumed that rate of inttrtst an Pra.,;A,.. f j 
If belou/ the required rate of mtercsi. vident Fuiul 

Incomodai on Rs. 7.833 has been computed as follows 
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Income-tax on Es. 10,250 ( Es. 12,393 from 
salaries securities and dividend Es. 2,143 earned 
income allowance on Es. 10,715 (salaries) being 

1 

• of total income tax on Es. 14,356 (allow. 

14,356 

ing Es. 2,143 for earned income allowance) at the 
rate specified in the Finance Act of 1948 ... 948 0 9 

Income-tax on Es. 1,963 ( from property and 

1 963 

share in an unregistered firm) being— A— ~ of total 

14,000 

income-tax on Es. 14,356 (allowing Es. 2,i43 for 
allowance on earned income) according to the 
present rates according to the Finance Act of 1 948 163 6 6 

Total Income, tax 1,111 7 3 

Average rate= 

Income tax on Es. 7,833 at 17.47 pies 712 11 4 

or Income tax on Es. 12,213 at 17*47 pies Es, 1>111 7 3 
Less rebate on Es. 4,380 at 17.47 pies 398 11 li 


IlluBtration 75 


712 11 4 


The following are the particulars about the income of Mr, D. D. 
Pande, a Government servant for the previous year ended 31st 
March, 1948 ■ 

(a) His salary was Es, 750 per month and his travelling 
allowance bills for the whole year amounted to Es. 1,660, the actual 
expenditure incurred by him, on travelling, being Es. 1,140. 

(b) He contributed one anna in the rupee to Government 
Provident Fund, his employer contributing an equal amount 
Interest on his Provident Fund Account b^alance for the year 
amounted to Es. 1,580. 

(o') He owns two bungalows in the Civil Lines. One of these 
is let at Es. 125 per month and the other the annual rental value 
of which is Es. 850, is occupied by him for his own residence. He 
pays Es, 150 per year as ground rent and insurance charges in 
respect of first bungalow and Es. 210 per year in respect of second 
one. 

(d) His investments during the year were as follows : — 

(i) Es. 5,000 in 5% free of tax Government securities. 

(it) Es. 8,000 in 6% Preference shares of a Sugar Mill Company. 

(e) He is insured and pays an annual premium of Es. 1,250. 

You are required to find out for his assessment of 1948-49 

(i) His Total Income ; 

(it) Earned Income allowance that can be granted to him ; 

{Hi) Eis taxable income ; 

(iv) The amount on which he can claim exemption. 

(A. U., B. Com., 1947} 



88 


INCOME-TAX LAW & AOCOUHtS 


STATEMENT 0^ TOTAt INCOME 


Income from salary 

Income ftom seoucittes 

Bs. 5.000. 5% (free of tax) Government 


Inoome front Property 

Annual value 

securities 

Let 

1,500 


occupied 

850 

Less allowable expenses 
1/6 for ilepalrs 250 
Ground Rent 
& Insuranco 150 

400 

142 

210 

352 


1,100 


438 


lU. 

9,000 


1,59S 


Income from Other Sources 
Dividend on Shares 



Total Income 





Bs. 

lb) 

Less earned moomo oUuwauce 




Bs. 

ic) 

Taxable Income 





Ks. 

id) 

Exempted Income *- 






(i) Provident Fund 

Bs. 

562 

8 

0 



ut) Insurance Ptemuun 

Bs. 

l>250 

0 

0 



(ui) Tax free Securities 

Rs. 

250 

0 

0 



Total 

Rs.' 

2,0&2 

8 

0 



11,328 

1,800 


9,528 


llIualrAtioD 76 


Point out the earned inoome relief to which Mr. A, i5 entitled m 
the Ictlowing case sod worh out the tax payable hy Mm for the taZ 
aaseasmeut year 1945.4() •— 

(i) Salary inoome Bs 6>000 (No tax paid at source) 

(») Properly Income Bs. 10.000, (m) Bosmess inoome fis. 10.000 
and Uv) Pixed deposit mtereat Its. Z.OOO 

(A. tr , M. Com., 1946) 

Also point out the earned income relief to which' Mr. A la entitled 
in the same case as above and also work out the tax payable by him 
for the assessment years 1946^17 and I947,ib 


Solution 

STATBIENT Of TOTAI, INCOME 


Income from Salary 


Rs. 

6,000 

Income from Property (TaxaUe) 

Income from Business 


10,000 

10,000 

Income from other sooiccs 


Fixed depo^ intocest 


2,000 

Total Income 

Bs 

28,000 


double taxation 
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(i) Assessment jfear 1945.46 


Total Income 


28,000 

Less earned income allowance [1/10 of 



Bs. 10,000 business income only] 


1,000 

Taxable Income 

Rs, 

27,000 

Income-Tax on Rs. 27,000 

Rs. 

5,580-12 0 

Super.Tax on Bs. 28,000 

Rs. 

375 0 0 

Total Tax 

Rs 

. 5,955.12.0 

(ii) Assessment year ig46.47 



Total Income 


28,000 

Less earned income allowance (1/10 of Bs. 6,000 


+ 1/5 of Rs. 10,000) 


2,600 

Taxable Income 

Es. 

25,400 

lucome.Tax on Rs. 25,400 

Rs. 

5.187.0.0 

Super-Tax on Rs. 28,000 : — 


— 

Salary 


80.5,0 

Earned income 


134.0.0 

Unearned income 


241.0.0 


Rs. 

455.5.0 

Total Tax payable 

Rs, 

5,642.13.0 

(Hi) Assessment year 1947.48 



Total Income 


28,000 

Less earned income allowance (1/5 of 16,000) 


3,200' 

Taxable Income 

Rs. 

24,800 

Income-Tax on Rs, 24,800 

Rs, 

5,000-0.0 ' 

Super-Tax on Rs. 28,000 

Rs. 

455.5,0 

Total Tax payable 

Rs. 

5,455.5.0 


Illustration 77 


Mx. Aj aa individual, had the following income in British India 


during the calendar year 1946 i — 

Bs. 

Property — annual letting value 48,000 

Salary 12,000 

8 annas share of profit in a registered firm 10,000 

8 annas share of loss in an unregistered firm 5,000 


You are required to determine his taxable income, and find out 
the tax payable by him after considering the following facts : — 

(a) Es, 2,000/- a year is payable for the ground rent of the land 
on which the property is situated, but as this siun was in arrears from 
1941, Mr. A had to pay Es. 6,000 during the year in question. 
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(b) The property ha» been coMtrUctad with a borrowed capital 

of Us 1,00,000 on •which Interest at 4% p« anninn Is payable. 

(c) Mr. A spent a sum of Us. 6,000 on the repair of the property 
»Dd paid Ba l,000 as salaries to the staff omployod for colleetlog 
the rent 

(d) The partlealars of Insurance pdloiM are i — 

(i) whole life policy on the life Mr. A Cap tal sum insured 
Bs 30,000 and ptemlnm paid Us. 3,000. 

f») endoirment policy on the life of Ur. A’s wife capital sum 
assut^ Bs. 30,CQQ and premium pa4 Us. S,000. 

((ti) marriage endowment policy for daughter for Ra 10,000 
payable on the happening of marriage, bat not otherwise, premium 
paid Rs 1,000, (A. U., M. Com, 1345) 

Selutton 


STATEUE.ST OP TOTAL IKCOUS 



Tax deducted 


Rs. 

at source 

laconie from salary 

12.000 

733-12-0 

iRCome from Property 

Annual Lettisg raltte 48,000 
L^as allowable expenses 

1/6 for Bepairs B.OOO 

tiround Bent 3^00 

Interest on Loan 4,000 

Colleotien 1,000 15/)00 

33,000 


Charges — 

Income from Business 

1/2 eharo of profits iq s 
registsied firm 

10,000 


Total 

55/K)0 

793—12—0 

'V Less earned income allowanco 

4,000 


Taxable Inooine 

^,000 



Exempted iBcome 

L Imlirimo. Snmxm ca Im lit. n, , m 

"• hiavifa*. JtS. -,yu 

life (1/10 of ther.pujj 
3. Instance Prem i ion his daShlar’s 

endowment niar-a«e policy. ® ^ 

Total Us. 6,00 

rate applicable to Bsfsi.OOO) '“P®® 'averag 

Super-tax payable on Ba 55/00 — 



DOUBLE TAXATION 


Siilary Income Rs. 13,000 
Earned Income Rs. 10,000 
Unearned „ Re. 33,000 


Total Tax payable :-~ 
Income Tax 
Super Tax 


Less tax deducted at soiurce 


Illustration 78 
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Rs. 

» 

,»• 

1,227— 4—0 
1,051— 2-0 
4,593-12—0 

Rs. 

6,872— 2—0 


11,636—12—0 
6,872— 2—0 


18,508 - 14—0 
793—12—0 

Rs. 

17,715- 2—0 


The following were the investments of the Upper India Trading 
Company during the year 1945-46. You are required to calculate 
their income from securities for the assessment of 1946.47 ; — 

Investments on 1st \pril, 1945 : — 

(i) Rs. 60,000 4% 1955.60 U. P, Government Loan ; 

(ii) Rs. 30,000 5% Calcutta Improvement Trust Debentures ; 

(iii) Rs. 15,000 Q% Preference shares of a Cotton Mill 

Company 

(tv) Rs. 20,000 5%, free of tax Government loan ; and 

(v) Rs. 40,000 6% Debentures of Imperial Trading Company. 

On 1st September, 1945, the company sold the above Rs. 40,000 
6% Debentures of Imperial Trading Company and purchased Rs. 70,000 
6|% Debentures of the Eastern Bengal Jute Company, Ltd. The 
additional sum of Rs. 30,000 needed for the purpose was borrowed 
from the bank @ 7^% per annum interest. The banker of the company 
charged commission on sailing and buying of the investments at the 
rate of ane anna per cent and no collections of interest and dividend 
at the rate of four annas per cent calculated on gross amount. 
Interest or dividend, on investments, in each case, is payable half, 
yearly on 31st July and 3lst January each year. 

(A. U., B. Com., 1947) 


Solution 


STATEMENT SHOWING INCOME FROM SEODRITIES 


Rs. as. 

Rs, 60,000 4% 1955-60 U. P. Govt. Loan 2,400 — 0 

Rs. 3o,000 5% Calcutta Improvement Trust Debentures 1,500 — 0 

Rs. 15,000 6% Preference shares of a cotton MiE 900 — 0 

Rs. 20,000 5% Free of tax Government Loan 1,000 — 0 

■Rs. 40,000 6% Debentures of Imperial Trading company 1,200 — 0. 
Rs. 70,000 Debentures of Eastern Bengal Jute 


Company 

2.275— 0 

9.275— 0 
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Le^s sllowaVo exponsM 

7 months Interest on loan „ ^ 

o! lU 30,000 1,313-8-0 

B&nk CooimissioB on 
colleotioaof intcrost 

dividend st /4/* percent 23 — 3—0 


Ra. 7,939-5 


Ulusiratioo 79 

A. doctor's iQcoma consists of fta. 5, <00 from profession,^ 
interest on he. 10,000 Ooremraeat secnritlos and Rs 100 m 
feea. He owns a bungalow which ho tiscs (or hi* residence ino 
municipal valuatijon o( this is Rs 14)00 Uo pawl ISO for nfa 
insurance prcinium and Rs SO ground rant Tho bungalow is ^rtg* 
ged and the interest amounts to Its. 800 He paid Rs. *, 

insurance premium on hU own We. Ascertain tho tax paTsWePy 
him (or W4&.<9 

(A U , B Com , W«) 

Solution 


aTATEME^T OP TOTAL INCOU* 


Amount 


Rs 

laeome from eeountias 5% OoTornmont 
securities of Rs. 10,000 SOO < 

Income from Pioportp 

Annual Value ll/lO ot 12/U of, 5<5 

6 000—1,000} 

Less dlowable expenses 
l/SforBepars 91 

Fire Insurance Premium 150 

Ground Rent 50 

Interest on Mortgage SoO 

Income from Profession 
Income (rom other sources — 

Directors Foe 

Total Rs 5,<54 


1,091 ~54G 
5,<00 
100 


Less earned income aHowancoft/Sof 5,^00) 1,100 


Tax deducted 
at source 
Rs, as. p 

15B— <--0 


156— 1—0 




Exempted Income *— 

(a .drag, rate 



DOUBLE taxation 
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Tax to be refunded : — 

Tax deducted at source Bs. 156—4 — 0 

Less Tax payable l4l — 3 — 0 

Tax to be refunded Ks, 15 — 1 — 0 



Illustration 80 

X is employed as a professor in a college on Rs. 800p. m. He 
contributes 6.j% on bis salary to a recognised provident fund, the 
college also contributing the same amount and his provident fund 
account. The interest on his P. P. account for the year amounted to 
Es. 672. 

He also owns two houses one (Municipal valuation Rs. 800) 
occupied by him for his residence and other (Municipal valuation 
Rs. IjOOO) let at Rs. 100 a month. His expanses in respect of 


property were : — 

Es. 

(a) Interest on mortgage on houses lj200 

(b) Land revenue for both the houses 40 

(c) Premium for fire insurance 120 

(d) Interest on loan taken to repair his residential house 125 

(e) Cost of extension of electrical fittings 105 


The house which is let remained vacant for two months during 
the year. Ha paid Rs. 850 as premium on his life policies. 

Ascertain his Total Income and Exempted Income. 

[A, IT., B. Oom,> 1946] 

STATEMENT OF TOTAL INCOME 

Income from salary 

Salary 9,600 • , 

Employers contribution to Provident Fund 600 * 

Interest on P. F. 672 10,872 


Income from Property 

Let 


Occupied 

Annual value 1,200 


800 

Less allowable expenses 

1/6 for Repairs 200 

133 


Interest on 

Mortgage 720 

480 


Land Revenue 24 

16 


Fire Premium 72 

48 


Interest on 

Loan for Repairs 

125 


Vacancy 

allowance 200 1,216 


802 . 

—16 


—2 —18 

Total Income 

Es, 10,854 , 

^ Less earned income allowance 


2,174 X 

' Taxable Income 


Rs. 8,680 


25 
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Exeinpled Income 


1. 

ProvidentFund (employee’s contribution 
together with empiayer’a contribution to 

1,200 


the extent of 1/6 of ^e actual salary) 

2. 

Life Premium (together with P. F., to tho 
extent of 1/6 of the total income) 

397 

3. 

Interest on Prorident Fund 

672 


Total 

Ra. 2,169 


Note Vacanej allourance Relie/ ti ^ven for the period sudi 
(iroliertit remained vacant in t>rc(>oruon to tfve Qross Annual value. 
llluitrnSloa 8l 


At what rate and on what amount you will levy the tas in the 
following cases assummg that the assessee ts ordlnarj- resident in 
Brlti^ India * — 

w 

Aasessment for 1943.44 1 — 

Rs. 

Isooma accruing and arising m Bnti.‘-h India 
Income aocrumg aud aMsmg in a State 
incoine accruiag mid arising in Adnca 

25.000 

25.000 

10.000 


Total Bs. 

60,000 

w 

Assessment for 1944.4S 

Be. 


Income accruing and arising la British India 
Inoome accruing and arisutgma State 

Xncotne accruing and arising m Africa 

Indian State income induded la 1943.44 oo 
accrual basis but actually recew^ in British 
India during the previous year 

20.000 

15.000 
nd 

25.000 


Total JU. 60,000 


IA,U,M. OoDX, 1945] 

Solution 

STATEUKST Ol^ TOTAL INCOME 


Assessment for 1943.44 

1 Indian lacome 

2. Indian i:tate Income 

3. Foreign Income m excess of Ra. 4,500 

{assoming onremitiedl 


Rs.- 

25,000 

25,000 

5.5011 


Rs. 55^00 

Exempted Inconie:— — — 

Indian State Income 

HowouldpaytaxonRa-StLSnn.t .t. 
to H.. S5,S(KI. tha araraga rate ,ppl,ojbIa 



DOUBLE TAXATION 


l»o 


STATEMENT OF TOTAL INCOME 
Assessment for 1944-45 

1. British Indian Income Rs 20,000 

2. Indian State Income in excess of Rs. 4,500 10,500 

3. Indian State Income (remitted) included in 

last assessment for tax purposes 25,000 


Total Rs. 55,500 


Exempted income : — 

Indian State Income Rs. 10,500 

This year he would pay tax on Rs. 45,000 at the average rate 
applicable to Rs. 30,500. Whenever any Indian State income which 
has already once been taken into account for rate purposes, is brought 
or received into British India in any subsequent year, that income 
as well as the British Indian income liable to tax in that year are 
to be taxed to income-tax and super tax at the average rates of 
income tax and super.tax applicable to either of the following two 
amounts, whichever is greater : — 

(a) The total income as reduced by the amount of his state 
income so brought into or received in British India had such reduced 
income bean his total income, or 

* {b) The amount of the state income so brought into or received 
in British India had such income been his total income. 

According to this, he would pay tax on Rs. 45,000 at the average 
rate applicable to Rs. 30,500. 

llluatratioD 82 

Prom the following particulars, find out the income tax payable 
by A for the year 1947.48 : — 

(a) Profits from an unregistered firm, Rs. 750 
ib) Postal cash certificate income, Rs. 600. 

.(c) 3% war bonds [free of tax] to the value of Rs. 20,000. 
id) Shares in a cotton mill to the value of Rs. 5,000, a dividend 
of 15% (free of tax) is declared. 

(e) Shares in a cotton mill to the value of Rs. 5,000, a dividend 
of 10% (less of tax) is declared. 

if) His wife's life insurance premimn amounts to Rs. 800 
yearly. 

[A. U., B. Com., 1945] 

Solution 

STATEMENT OF TOTAL INCOME 

Tax deducted 
at source 

Rs. Rs, as. p. 

Income from securities : — 

3% War Bonds of -Rs. 20,000 (free of tax) 600 

Income from Business : — 

Profit from unregistered firm 


750 
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Income from other sources 
Dividend (^ross) 

Total 


lp9l* 497 4 0 

2,941 497 4 0 


Exempted Ino^e s — 

Interest fnsn securities (tax free) 

Profit from unregistered Snn (it « 
assum^ that it ig taxed m 
the hands of the firm) 

Life Insurance Premium (1/6 of the total income) 


Bs. 

600 


750 

490 


Total Ks. L840 

Income tax payable on Re. 1,101 at 5 88 pies per rupee (applicable 
to Rs. 2,941) la Rs. 3J.ll 0. 

Tax to be refunded i— 

Rs, as, p. 

Tax deducted at source ... 497 4 0 

Leas tax payable ... 33 11 0 

Tax to be refunded ... Rs. 463 9 0 


Noie*"* Thu hot been ealculoted as /ollows 

of tax) Oft Rs. 5,000 “Rs.7Jo (net) 
10 ^ (/«« tax) on Rs. 5,ooo« Rs. 5oo (srou) 

Q,c„ 

I'^rate of tax 
_ 750 


I-i 

16 

-Rs. i<,oi 

Tolol Qros* Dividend <j Rj. i.5gz. 


llutlrattoa SJ 


Prom the following partioulars find out the Income.Tax payable 
by A for the assessment year 1949.50 : 

(a) Profits from an unregistered firm representing half share 
Be. 750. 

iW 6X Postal Cash Certifioates to the value of Rs. 10,000. 

(c) 6% War Bonds (free of tax) of Rs. 20,000. 

w. to the value of 

Rs. 5,000. The Banh declared a dividend of ISX (free of tax) 

(e) Shares in Cawnpore Sugar Mills, Ltd., to the value of 
Rs. 5, WO ^J9 Sugar Mdl declared a dividend of 10^ less tax. 

\f) His life insurance premium amounts to Rs. 500 yearly. 

(A. D., B . Com , 1937 ) 
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Solution 

STATEMENT OP TOTAL INCOME 

Amount 

Income from securities — Rs. 

Rs. 20,000, 6% War Bonds (free of tax) 1,200 
Income from Business 

1/2 share of profits from unregistered firm 750 
Income from Other Sources 
Dividend from Central Bank 1,091 

Dividend from Sugar Mill ... 500 


Tax deducted 
at source 
Rs, as. p. 


341 0 0 
156 4 0 


Total Rs. 


.(Less earned income allowance 
> {20% on Rs. 750) 

Taxable Income 



Exempted Income : — 

1. Life Insurance Premium 

2. Interest on war Bonds (free of tax) 


3,541 497 

ST iT!?.. 

4 0 

"ioO 



3,391 

- 

Rs. 

1 ^ 1 ••• 

500 

*1 

1,200 


Total Rs. 1,700 


Tax payable on Rs. 1,691 at 6*125 pies per rupee [average rate 
applicable to Rs. 3,391)= Rs. 53.15.0 
Tax to be refunded : — 

Tax deducted at source Rs. 497 4 0 

Less tax payable Rs. 53 15 0 


Rs. 443 5 0 


Note : — Though the share of unregistered firm is included in total 
income far rate purposes but exe-r.pt from tax in the hands of the 
part/iers yet here it is taxed because Rs. 75o represents the half share 
of fi>m's income and cts such, it has not been taxed in the hand' of the 
firm being less than Rs. 3,ooo. It shall be, therefore, taxed in the hands 
of the partners. '/ 

The income.tax on Rs. 1691 has been computed as follows : — 

Rs, a. p. 

Income tax on Rs, 2,791 (Income from 


2791 

securities and .shares) being of total 

Income.tax payable on Rs. 3541 (allowing 
Rs. 150 asr earned income allowance) at the 
rates specified in the Finance Act of 1948... 
Income-tax on Rs. 600 (Income from unre. 
gistered firm Rs. 150 as earned income allow. 


93 2 6 


ances being 


_6W 

3541 


of 


total 


income-tax on 


Rs. 3,541 (allowing Rs. 150 as earned income 
allowance) according to the rates specified 
in the Finance Act of 1949 

. Total 


15 0 3 
108 2 9 
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. , . ^ 123 Dies P®f rupfi® 

Average rale of income tax- 2 ^ 91 — - o ** 

t^. t An« 1^ iVin 

lU. 53 15 0 


Averayo »o*vw. — 3jVl 

In«ras-l«i on ll». 1.C01 •» iri!3 Pies In the 

S'lnooraeTsionEs.JSM.ie-.Mpisi "I “ 

Leiia rebate on Ra 1,700 (exempted Income) ni 3 Q 

at eilSpios ... _ 


53 15 0 


llluitration 84 if v » 

The following are the particulate about the lacomo of Mr. X ox 
Allahabad Unlversitf •— 

(fl) He was employed on 1st July, l91S, In the grade 
Its 500.30^00, plus dearness allowance at 10 % of the salary. 

(b) Ho contributes 8% of the salary towards his Prorident 
Fund while the Univenity coi tributes 12^ 

(c) Aa proctor otthallnlversity he received 
(l) an allowance of Ra ICO per month: 

fn) a rent free bungalow of the annual municipal valuat on 
of Ra. 540 : 

(til) an orderly who is paid Ra. 55 per month by tlis 
University. 

(iv) a motor.car allowance of Rs. 45 per month. 

(d) His meomo from exammershlp amounted to Rs. 1|1S0 and 
from Royalty to Us. 750. 

(e) He holds SO shares of Rs. 100 each, in the Upper India 
Trading Company Limited, on which be received a dividend of 12;S 

less tax. 

(f) Ha received a prize of Rs. 550 in a “Conunon Sen^a Cross, 
word" competition. 

He paid Ba. 1,SS0, as premium on his life insurance policy. 

Tott are requited to prepare his assessment for the year 1947.43. 
Actual amount of tax payable by him need not be calculated. 

lA U^ B, Com , 1948 ) 
si's ASSESSUftNT 70R 1947.48 


Income from salarj 

Tax deducted at 

source 

Salary 

Dearness Allowance 

Proctor Allowance 

House rent albwance 

Motor Car allowance 

6,240 

624 

1,200 

540 

540 

9,144 

503 

2 0 

Income from other Sources 
Exominership fee 

Royalty 

Dividends from shares of Upper 
India Trading Co. Ltd. IQro^) 


1,150 

750 

GOO 

187 

8 0 

Total Income 

11,644 
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Loss Earned Income Allowance 2,209 


Taxable Income 

Exempted Income : — 

Contribution to Provident Fund Rs, 
Life Insurance Premium 


9,435 


Rs. 


695 

10 

0 

499 

0 

0 

1,442 

0 

0 

1,941 

0 

0 


Mr. X will pay Income Tax on Rs. 9,435 after deducting 
therefrom the amount of income tax deducted at source from salary 
and dividends from shares of Upper India Trading Co. Ltd. and also 
a rebate of income tax on Life Insurance premium and contribu- 
tion to P/F to the extent of Rs. 1,941 at the average rate. 

Mr. X will not pay Super Tax as his income is below the 
minimum taxable limit. 

Rotes : — 1. P/F to which the assessee contributes comes under 
Indian P/F Act of 1925 

2. The salary of the orderly will not be included in Mr. X’s 
income because an orderly is a matter of absolute necessity to him 
for the performance of his duties as proctor. 

3. Prize of Rs. 357 in a common sense crossword competition 
is a casual income and hence non-taxable. 

4. It is assumed that the amount of Life Insurance premium is 
less than 1/10 of the capital sum assured, the whole of which here 
will not be alio A ed, as the Premium and P. F. contributions should 
not exceed 1/6 of total income. 

5. The amount of salary has been calculated as under ; 

Salary for 4 months at Rs. 500 Rs. 2,000 

Salary for 8 months at Es. 530 Rs. 4,240 


Total Rs 6,240 


Assessee’s'&st increment of Rs. 30 per month shall be due from 
1st July, 1946. 

6. It is assumed that Royalty is in respect of books written by 
the assessee and hence earned income. 

Illustration 85 

From the following particulars relating to the year ended 
Slst March, 1947, furnished by A, a general merchant, ascertain 
his total income and the amount of income entitled to income-tax 
relief : — 

He owns properties in four places and their annual values 
are Es. 57,380, Rs. 9,840, Rs. 2,060 and Rs. 2,000 respectively. He 
is interested in the following concerns of which he, is a partner ’ 
A.B. & Co. (registered) whose assessable income for the year is 
Rs. 47,356 and A’s share is 8 annas ; C. D & Co. (unregistered) whose 
income for the year amounts to Rs. 18,000 and A’s share is 6 annas. 
His Income and Expenditure Account for the year in question is 
as under •' — 



1HC0UE.T1X LiW & A000UST3 


Properly expoii 808 ~ 
Bepatra 

CoUecttoo Cliargea 
Grouad Boat 
Insarance Premium 
Salaries aad wages 
General Expenses 
Beferve for bad debts 
Interest to mortgages of 
I ropcrty 
Other interest 
Balance being net profit 


Property rents * 

Share of Profits — 

A. B & Co. 2 

0. D. dc Co. 
Bemuneratlon as 
liquidator 

Profits of hta business S 

Interest on loans 1)8 

Interest on UxJree 
Qovt. soourities 


Its 500> being collection chaises on properties^ has been 
debited to ealatlea and wages account by mictalce 

He also has a property which is used solely ns hU residence 
and the municipal T^uation of which li Its. 90 000. Insurance 
premium aad ground rent for the tame cmounUd to jta. 9)970 which is 
not included in any figure stated abore. 

(A.U.,D Com » 1945) 

Solution 

8TATEMBST OP TOTAL IHOOMB 

Bs. 

1. Income from securities VTax free) 1)SO>000 

2 Income from Property 

Property let out 37,92d 

Property occupied 42, «7 80)355* 

3 Income from Business 

Profits from registered firm 20A54 

Profits from unregistered firm 9,124 

Proprietary Business (Loss) —5,500* 24,473 

4. Income from other sources 

Remuneration as Liqi;Udator 1,40)000 

Interest on Loans 130,000 330.000 


*‘rhis Kor been calculated os/ollou's .— 
Property Let . — 

Annual Rental Value 
Lett allowable expentet .— 


iJ6foT Repoirt 
Qround Rent 
Insurance 

Collection Cburgei 6% 
fnteretc on Mortgage 


i3fioo 

3)834 

1,563 

■»,63o 

18,000 4o 072 
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Property Occupied : — 

Annual Rental Value (i/io of total Income) 54,483 
Less allowable expenses 
il6 for Repairs 9,080 

Insurance & Qround Rent 2,976 i2io56 42/427 


Total Income from Property 

**Business loss is calculated as follows : — 

Profit from Business 
Less admissible expenses 

Salaries and Wages 26,500 

General Expenses 3, 000 

Interest 721000 


Rs. 80,355 


96^000 


1 / 01,500 


Loss from Business 

Exempted Income 

Interest from, tax free securities 
Profits of unregistered firm 


Rs. — 5/500 


Rs, 1,20,000 
9,124 


Total Rs. 1,29,124 


Note : — Rent received is higher than the annual value, therefore, 
it will be taxed at tlM figure. 

lilustratioa 86 

The Profit and Loss Account for 1946 of a firm, consisting of 
three partners A, B, and C (with shares 4, 3, and 1), showed a net 
loss of Rs, 16,000 after charging the following items : interest on 
capital A Rs. 3,000, B Rs. 2,000 and C’s salary of Rs. 3,000. 

A’s taxable income from other sources is Rs. 5,000 while B and O 
have no other income. Explain how assessments would be made (a) 
when the firm is registered, and (b) when it is unregistered. 

, ^ (A, U., B. Com., 1945) 

Solution 

Taxable Income from Easiness 

Loss as per Profit & Loss Account 
Less expenses not allowed 

Interest on Capital to A & B 
Salary to 0 


Admissible loss of the firm Rs. 8,000 


distribution amongst partners 



A. 

B. ' 

0. 


Rs. 

Rs.’ 

Rs. 

Interest on capital 

- 3,000 

2,000 


Salary to partners 

— 

— 

3,000 

Loss of the Business 

—8,000 

—6,000 

- 2,000 

Net Income or Loss 

—5,000 

—4,000 

+1,000 


Rs. 

16,000 

5.000 

3.000 8,000 


26 
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(a) Ai««ment in ca«o/ “ .. . , 

The firm la not Te<vmred to paj tax Lo^ of the firm m ue mi 
instance cm be set off from the Income of the firm from other "'“c®** 
Thernsltot, th. share "f >''» I"* 

off from their incomes under other heads Hera m this c^ AW 
entitled to sot off hw share of kws la the firm a Inwme from hi 
income of Ka 5,000 While B can carrr »t forward to bo written off 
in ooiuing years While O is not required to pay lax as his Inoome 
Is below the minimum ozemptod I nut , 

(b) In COM o/unrefititer<d/ir n — 

It IS on^y the firm which can carry forward the loss to future 

years, and Individual partners are not allowed this privilege 

A IS nxiuired to pay lax on his personal income of Its 0,000 
iVhich IS more tl^ the luinimutn exempted hnut 


lllustraiioa 87 

A» B, and C are equal partners m a roBistorcd firm, 
income for the year ended Jdth June, 19-t), amounted to Us 36,000 


On Ist January, 1946. A retired and D came m as a partner taUng 
over A’e share Iho firm’* total income for the year ended 30th 
June, I946i was lU 48,000 

State clearly how the assessment of ths firm and itspartnorsi 
would be made- for the Qnancal yoais 194C 47 and 1947.43 te. 
pectirely, assuming that the partners had no other income 

(A U, Com, 1943) 

Solution 

As the firm is a registered one, therefore, firm u not reauired to 
pay tax in any of the years. But the individual partners will bo 
assessed on their share of firm’s profits. 

In the assessment year 1946 47, A, B. and 0 would pay t-ir on 
their individual mc«ne which is Us 12,000 each. IVhUe in the 
assessment year 1947^8, A,B,0,andD would pay tox on their 
mdmdual mc^e which is A, He. 8J)09, B Rs. lo,000, 0 Bs 16,000 
andD hs 8,000 uhoogh the consUtution of the firm has changed, 
yet individual partner -would be assessed on his share of profit, which 

received, because the firm IS a registered one Thechange m 

constitution does not effect the Uabdily of tax of the person who has 

leceiTcd the share of profiU in the accounting year. If the retitma 

Iacome.Tax OOico may recover It 
of making assessment The 

rrsr£a ‘r as 

.cSrZXtunlV.T,S2T"l“’8,STO. “■* 

lUuilration 8s 


M ji (STui'to IMS 


S ock on 1st January. 
1946 


Re 


Cotton ooQsumed 


17,^,X0o Bales 


Mun„f.c.„u.r„pe^„ fffnlrbTrr’'"*'' 


61,90,097 
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Wages and salaries 8,65,972 

Marketing 61,215 

Insurance 27,156 

Establishment 2,79,762 

Welfare es^ienses 17,825 

Balance c/d 10>12,054 


75,75,869 


Directors’ fees 2,500 

Auditors’ fees 1,500 

Law Charges 3,250 

Interest 1,05,250 

Eepairs to Buildings and 

Machinery 15,640 

General Charges 25,870 

Managing Agents 

Kemuneration 60,420 

Contribution to Staff 

Provident Pund 20,000 

Contribution to War 

Purposes Fund 10,000 

Debenture Sinking Fund 25,000 
General Reserve 1,00,000 

Taxation Reserve 3,00.000 

Balance (subject to 

depreciation) 3,44,119 


1941 


Balance o/d 
Transfer Fees 


10,13,554 


13,59,410 


75,75,869 

10,12,054 

1,500 


10,13,554 


You are required to compute the Company's taxable income 
from business and also its total income for the year 1946, after taking 
the following information into account ; — 

(a) Welfare Expenses include Rs. S25, the cost of a pucoa well 
built for the use of company’s workmen. 

(b) Insurance, Rs. 1,000 ; Repairs Rs. 3,750, and Municipal 
Taxes Rs. 2,150 (included in General Charges) were in respect of 
Staff Quarters. 

(c) Law Charges amounting to Rs. l,ffQ0 were incurred in 
connection with additional land purchased during the year, 

(d) The Staff Provident Fund is a recognized one, 

(e) The amount of depreciation allowable is Rs, 2,64,325. 

(A. IJ,, B. Com., 1942) 

Solution 

Income from Bos I ness 

Profit as per Profit & Loss Account 3,44, H9 

Add inadmissible expenses : — 

Contribution to War Fund 10,000 

Debenture Sinking Fund . 25,000 

- General Reserve / 1,00,000 

Taxation Reserve 3.00,000 



204 


INCOME-TAX LAW & ACOOUNTS 


Cost of a Pucca Well (included m 
Welfare expenses being Capital) 
Expenses in connection to Staff 
Qoaitecs (included in General 
Charges) s — 

Insurance 1,000 

Kepatrs 3,750 

Municipal Taxes 2,150 

Law Charges (Capital) ~ 


b2S 


6.900 

1,500 


Less income not chargeable under this head : — 
Bent of Staff Quarter 


Less depreciation allowed 
Income from Business 


Bs. 


4,44,225 

7,88.344 

25,362 

7,62.982 

2,64,325 

4,98,657 


STATEMENT OP TOTAL INCOME 
Income from Property 

Annual Rent 25,362 

Less allowable expenses 
1/6 for Repairs 4,227 

Insurance 1,000 

5,227 20,135 

Income from Business — — 4,03,657 


Total Rb. 5,18,79 i 


lUutkratioD 89 

^and B are In partnership under the name of X & Oo., and 
the year ended Slst December, 
1946, 18 as follows : — * 


Office Salaries 
Qeaerat Expenses 
Bad Debts 
Bad Debts Reserve 
I'onatuitia 

Interest on A’s Loan 
Partners’ salary 
A 
J» 

Interest on Capital 
A 
B 

Balance 

A 

B 


Its. 


Its. 

75.000 OrosB Profit 

20.000 Interest 

5.000 Profit on sale of 

5.000 Investments 
6/)00 

6.000 


Bs. 


Ba. 

1,64.000 

19,000 

6,000 


1,89,000 
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A'a other income for the year 1946 consisted of the following^ 

(i) A dividend of-Rs. 2.8,0 per share on 2,000 shares in a jute mill ; 
Ui) Rs. 750 as director's fees ; {'ii) Interest on Rs. 30,000 Govern- 
ment Paper ; and (iv) Rs. 350 interest on Postal Cash Certificates. 

During the year A paid Rs. 8,500 as premium on his life 
policies and also suffered a loss of Rs. 4,500 in cotton speculation. 

Ascertain the amount of income tax and super-tax A will have 
to pay for the financial year 1947-48, if the firm of X& Co., is (a) 
registered, (b) unregistered. 

(A. D., B. Com., 19411 

Solution 


Income from Easiness 


Rs. 

Profit as per Profit and Loss a/c 


48,000 

Add inadmissible expenses 

Bad debts reserve 

5,000 

Donations 

6,000 


Interest on Loan from A 

6,000 


Partner’s Salary 

9,000 


Interest on Capital 

15,000 

41,000 

Less not chargeable under this head 


89,000 

Profit on sale of investments 


6,000 

Taxable income from Business 


Rs. 83,000 

DISTRIBUTION OF FIRM’S INCOME AMONGST PARTNERS 


A 

B 


Rs. 

Rs. 

Interest on Loan 

Partners’ Salary 

6,000 

... 

6,000 

3,000 

Interest on Capital 

5.000 

10,000 

Share of Balance 

33,333 

17,667 

Taxable Income 

52,333 

30,667 

Profit on Investments 

4,000 

2,000 

Total Income 

56,333 

32,667, 

Determination of Tax payable by A. 

(i) When firm ts registered : — 

statement op A’8 total INCOME 


Rs. 

as. p 

Tax deducted at 
source 

Ra. as. p. 

Income from Securities : — 



Govt. Paper of Rs. 30,000 iiOaO 

0 0 

328 2 0 

Income from bixsiness : — 

Share in a registered firm 52,333 

0 0 
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locome from other sources • — 

Director’s fee 750 0 0 

DiTideod (Broa'<) 7i?72 12 0 


Total Income 


61,405 18 0 2,600 14 0 


Less Earned Income 
Allowance 


4000 0 0 


Taxablo Income 57,405 12 0 


Exempted Income 

Life Insurance Premium Be. 6,000 

Income tax pa 7 abta on Rs- 51,405.12 at 50 8 pies faTerage rate 
applicable to Rs 57105~<2] is Re. 13.601 as. 2. 


Supex.Ux I — 

on Re. 53,083 (Eamedl 

on Rs. 8,322 U (unearned) 


Ra. 6,728 3 0 
Rs 1,363 2 0 


8,091 5 0 


Total Tai payable 

IncomeJTax 

Super.Tax 


Rs. as. p. 
13,601 2 0 
8,091 5 0 


Loss tax deducted at source 


21,692 7 0 
2,600 14 0 


Tax payable 

(ii> Vfhen firm i8 unxegvateied 
Total income 61405 12 

Less Earned Income 150 0 

allowance (1/5 of.Ra.TSO .. 

Taxable income 6l,8&5 1 2 


19,091 3 0 


Exempted Income 


52,333 

6.000 


A will pay moomo-tax on Rs. 2,92?,12 at 5;l38 i 
rnpea (average rate applicaUe to Rs. 6 i $55 .91 
Its. 782 3 . 0 . ’ •' 


In(»me.Tax on Its 2,922.18 
Less tax deducted at source 


Tax to be refunded 
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A will be requbed to pay no super-tax as the super-tax 
on the share of unregistered firm’s profits must have been 
paid. And the balance of his income Rs. 9,072.12 after deducting 
ins share of profit from an unregistered firm which has already 
paid tax is below taxable unit for Super-Tax. 

N. B. : — Loss in cotton speculation is a casual loss and hence 
not set off. 

Illustration 90 

A and B are partners in a registered firm sharing profits and 
losses equally and the following is their Profit and Loss Account 
for 1946 .* — 



Rs, 


Rs. 

Salaries 

10,750 

Gross Profit 

51,040 

Rates & Insurance 

1,200 

Tax free Interest on 


Travelling Expenses 

954 

Government Securities 

900 

Interest on Bank Loan 

1,650 

Profit on sale of Invest- 


Legal Charges 

163 

ments 

1,200 

Discounts 

897 



Carriage 

601 



General Expenses 

2,050 



t/ arketing 

2,300 



Depreciation of Motor Oar 500 



Interest on Capital — 




A 

1,700 



B 

1,550 



Reserve for Bad Debts 

1,000 



Net Profit 

27,825 



Total 

53,140 

Total 

53,140 


-After considering the following matters, compute the total 
income of the firm and allocate it between the p armors : — 

(a) The- salaries include a partnership salary of Rs. 200 p, m. 

to B. 

(b) The legal charges consist of Rs. 100 for alteration of the 
partnership agreement and the balance for collection of debts. 

(c) Rs. 200 premium paid on an insurance policy on the life 
of a debtor is included in Insurance. 

(d) The general expenses include • Rs. 210 for additional filing 
cabinets and Rs. 360 for a new typewriter and Rs. 301 donated to the 
War Fund. 

(e) The car was purchased for Rs. 10,875 in 1945 and is used 
solely for business purposes. The ^ elation on the- car is 
claimed at 20%. 

(A. U., B. Com.j 1946) 

Solution 

FIRM’S INCOME PROM BUSINESS 

Rs. 

Profit as per Profit & Loss a/c 27,825 

Add expenses not allowed 

Interest on Capital ... 3,250 

Reserve for Bad debts ... 1,000 
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Partners’ salary 

2,400 

... 200 

... 570 

301 
too 

... 100 


Insurance Pretnlum 


Capital Expenditure 

Donation to War Eund 


Doproolatlon 

Legal Charges 

8p2l 

Less not chargeable under lh,U hood 
Tax free Interest 

... 900 

364^0 

Profit on bale of mTeatments 

... 1,200 

2,100 




Less Depreciation allowed* 


34,046 

1,740 

Taxable income fronj Business 


Bs. 32.306 

STATEUENT OF TOTAI, INCOME 


1 Income from Securities 

Rs 


Tax free Interest 

... 900 


2 Income from Business 

... 32,306 


Total Income 

Rs. 33,206 



D18TRIBUT10N AUOKOST PAllTMBBS 



Rs. 

Rs. 

Partner’s salary 


2 400 

Interest on Capital 

.. 1,700 

1,550 

Tax free Interest 

... 450 

450 

Balance 

.. 13428 

13,328 

Taxable Income 

Profit on Inveettnents 

15,478 

17,728 

Inot taxable) 

600 

600 


16,078 

>8,328 


Note — *D(precia(ion on car to coJcuIateil os /oUou'S * 

_ Ra. 

Cost of cor <n 194 S 10^75 

Las depTiaation at 3o% 2>17S 


V^ritten down volue 0 / 1946 8,700 

DefiTectation allowaWe for iq46 at 20 % « R-. 1,740 ~ 

lUattrftUon 91 

* ^gwtered art. 

third. r 6 i.ect.TeV S^ProSVdW }7° 

oa 3l8t December, 1946, was^ follows” 

R». 

T„»„dr,E.p«.u„ S,Pr.SUu..loot ss% 
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To Charltv 
„ Reserve for 
Bad debts 
„ Legal charges 
,, Interest on Capital ; 

Raja Ram 
Din Dayal 
„ Profits : — 

Raja Ram 
Din Dayal 

Total 56,220 Total 56,220 

The item of sundry expenses includes salary of Raja Ram 
Rs. 1,800, and that of Din Dayal Rs. 1,200. It also includes Rs. 1,500 
in respect of the rent of the residential hou'?e of the two partners. 
The house is shared by the two partners — half and half according to 
the terms of agreement; Legal charges wore incurred in recovering 
the amount duo from a customer Dapra JiatLon on Plant & Machinery, 
which is calculated at Rs 3,340 and accrued interest on loan which 
amounts to Rs. 1,060 have not been provided for in the Profit and Loss 
Account above. 

The other Taxable income of the two partners is a^ follows : — 

Raja Ram Din Dayal 



Rs. 

Rs. 

Interest on securities 

400 

2,100 

Income from Property 

600 


Foreign Income of which only 

Rs. 2,000 is remitted 


7,700 

Interest on Post Office Saving 

Bank Account 

27 


• 

1,027 

9,800 


You are required to calculate the taxable income of the firm, 
and .to prepare assessments of Raja. Ram and Din Dayal. The 
amount of tax payable by the two partners need not be calculated. 

(A. U., B. Com., 1948) 

Solution 

' - Computation of Taxable Income of the firm — 

Rs. 

Net Profit as per Profit and Loss Account 28,530 

Less Inadmissible Expenses : — 


Reserve for Bad Debts 1,430 

Charity 570 - 

interest on Capital 2,030 

Salary of Partners 

(Included in Sundry Expenses) 3,000 

Rent of the residential 

House of the Partners . 1,500 


570 By Commission received 620 

1,430 

860 

1,280 

750 

19,020 

9,510 


27 


8,530 

37,060 
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Less Expenses not taken Into acoouol > 
Doprcoiation 
Interest on toan 


3,340 

i/ieo 


Taxabto Xncotns (totn the firm 


4.400 



Salary 

Interest 

Rent 

Balance 


ALLOCATION 0? PROFIT BITWEEX PARTNERS 

Raja Ram Dm Dayal 

lU. R*- 

l,S0O UOO 

1 2v0 750 

7:;o 750 

17,420 8,710 

21.250 11.410 


assessment of MR- raja ram Foil 1947.48 


Rs. 

Income from fecurities 400 

Income from Rroporty (laxaUe) 000 
Income from Duslneas 21,250 


Tax deducted at source 
Bs- 
125 


Total looomo 22,250 
Loss Earned Income Allowance 4,000 


Taxable Inooine 1S,250 125 


Mr. Raja Ram wtU pay Tax on Rs. 18,250 alter Retting a credit 
for Rs 125 deducted at eoutce from Interest on secuzitlea. 

He u not liable to pay super.tax as bU Income is below tbe 
mmunum taxable limit. 

Hota . — 

Interest on Post OfHce Savings Bank account is totally exempt 
f I om income tax and super.tax hence not Included in assessoe’s total 
Income. 

ASSESSMENT OF MR. DlN DATAL FOR 1947,43 

Tax deducted at source 
Rs 

1. Interest from Securities 2,100 656.4,0 

2. Income from Business ii>410 

3. Foreign Income 

Remitted 3,000 

Unremitted Income m excess 
Rs. 4,500 1,300 


Total Income 16,710 
Less Earned Income Allowance 2,282 

Taxable Income 14,428 
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Mr. Din Dayal shall pay income-tax on Rs. 14>428 after 
getting a credit for Es. 656.4.0 deducted from interest on securities 
at source. 

He is not liable to pay supBr..tax as his income is below the 
minimum taxable limit. 


Illustration 92 

A. and B are two individuals who have entered into a partnership 
business for purposes of carrying-on cloth trade at Calcutta. A is 
only a financing partner and not take any active part in the conduct 
of the business which is entirely looked after by B. The profits and 
losses are, however, shared by them equally. The Profit and Loss 
Account for the year ending 3lst March, 1947, shows the following 
details 


Opening stock 

Rs, 

1,00,000 

Sales 

Rs. 

3,50,000 

Purchases 

2,00,000 

Stock 


Bengal Sales Tax 

15,000 

Income from cloth 


Interest to A 

20,000 

commission Agency 

50,000 

Commission to B 1% 
on sales 

Salary to B 
Income-Tax 

Rent and Salaries 
General Charges 

Not profit 

3.000 

5.000 

5.000 
20,000 

2.000 
30,000 

4,00,000 


4,00,000 


The Excess Profit Tax payable by the firm for the above period 
is Rs. 5,000 only. Work out the shares of partners and point out 
how you will determine the tax pavable if the partners enjoy the 
following other incomes : — 

Partner A Partner B 

Professional Income as Auditor 30,000 Nil 

Property Income 20,SHD 30,000 

Interest from Bank Deposit 10,000 Nil 


Total ■ Rs, 60,000 Es. 30,000 


Each partner is insured for a sum of Bs. 1,00,000 and pays 
Rs. 10,000 per annum towards the premium. 

Determine the total tax payable by the above. 

(A. U., M. Com., 1946) 

Solution ‘ 


Taxable Income from Business 

Net Profit as per Profit & Loss Account 
Add inadmissible expenses i - 


Interest to A 20,000 

Salary to B 5,000 

Commission to B 3,000 

Incorae..Tax 5,000 


Rs. 

30,000 


33,000 


Taxable Income 


Es. 63,000 
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Lc 63 E. P. t. actually paid 
Pitm'a Income 


5,000 
Ua. 58,000 


DISTRlflOTIOif AMO.Va PAHWEBS 


latcre$t on Capital 

Commission 

Salary 

Balance 


A X 

a*. 20A100 

15*^00 


lu. 35/M)0 


(a) Ar ^nn 

(i) Firni 


Qroes Inoomo 
lis. 

58/100 


(l«) A 

Share In firm 
Prolesalonal Inoome 
Inoomo from Properly 
(Taxable) 

Interest trom Bank Deposit 


35.000 

30.000 

tO.OOO 

10.000 


Less earned looome 
allowance 


05,000 

4,000 


3/)00 

5.000 

15.000 

23.000 


Tax payaila 

m 


91,000 


Incomeilax on Ra. OV.OOO 

Super.Taxon Rs. 95,000 

Leas rebate o? InoomeAax on 0,000 
Insurance Premium at 51 2 pvos per 
rupee 


Ra. 25,6%T— 5 j0 
Rs. 25,100—5.0 

Ra. 48,787.13.0 


l,693a2.0 


Tax payable 


(ill) B 

Share m finn’e profits Ra. 23,000 

Property Income (Taxable) Rs 30,000 

Less earned income allovanCQ 


xIncome.Tax on Rs. 
Super.tax on Rs. 


49/100 

53^00 


Rs. 


l e 47,094— LO 


S3fi<3a 

4,000 

49,000 


12,502^.0 

6,«?Ll3-0 


18,834,4.0 
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Less rebate of income-tax on Rs. 6j000 Insurance 
Premimn at 49 l pies per rupee 

Tax payable Rs. 


(h) As unregistered firm 5 — 

(i) Firm ... 58,000 

Less earned income allowance 4,000 


Rs. 54,0 0i> 


Income Tax on Rs. 54,000 
Super.Tax on Rs. 58,'} 00 

Tax payable Rs. 

(a) A 

Total Income ... Rs. 95,000 

Less earned income allowance 4,000 


91,000 


Income Tax on Rs. 91,000 ... Rs. 

Super .Tax on Rs, 60,000 (93,000.Rs. 35,000 Rs 
Share of the unregistered firm) 

Rs, 

Less rebate on exempted income of — 

(i) Profit from 

Unregistered firm Rs. 35,000 

(ii) Insurance Premium Rs. 6,000 


41,000 


at 54'3 pies per rupee 

Tax payable Rs. 

V 

(iii) B 

Total Income Rs 53,000 


Income Tax on Rs. 53,000 
Super-Tax on Rs. 30,000 (Rs, 53,000 

Rs. 23,000 profit from unregistered firm) 

Less rebate on exempted income of — 
if) Profits from 

Unregistered Firm Rs. 23,000 

(ii) Insurance Premimn Rs. 6,000 


29,000 

at 50 pies per rupee 


1,537.8.0 


17,296.13.0 


14,125 0 0 
6,718 12 0 


20,843 12 0 


25,687 8 0 
8,437 8 0 


34,125 0 0 


11,573 15 0 


22,551 1 0 


13,812 8 0 
937 8 0 


14,750 0 0 


7,552 1 0 


Tax payable 


Rs. 7,197 15 0 
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llluiUfttioa 93 

QlTca below is the Profit wid Lom Account of 
company for the financial year 1946.47 — " 


Salaries & Btinus 
Office Rent 
War risk insurance 
Postage and stationery 
General charges 
Reserve for deproeiation 
Income Tax paid 4S (6 
Provision for E P T & 
Income tax 
Rot Profit 


1,00,000 Orote Profit 
io 000 Interest 

10.000 Profit on sals of 
lOOOO InvastmoQts 
20000 

25.000 

50.000 

2 00 000 

1.00000 


5,2S/)00 


a lunitofi 


Bs. 

500.000 
’ 10.000 

15,000 


5,25, OM 


You are required to prepare a statement showing the taxable 
income of the company, and find out the tax payable by it after 
oonsideiins the foltowing 

(o) General charges include Rs 5.000 for advertuins ! 
Rt. 1,000 for subscription to War Fund , Rs. 3,000 paid to a motor, 
cor company for exchanging tfie old car for a new one , Ra. 1,000 
for Charity , and Rs 5.000 lor miscellaneous repairs. 

lb) The depceoiatvon adtnlssihle to the company under the 
law is worked out at R$ IS, 000 only 

(c) The company contends (bat the shares sold were pur* 
chased in 1925, and it Is no part of business to deal in shares, so 
that the Income of Rs 13,000 staoald not be taxed 


Id) The depreciation reserve was separately Invested in 
securities, andsnmomie of Rv 20 000 derived therefrom was 
directly credited to Reserve Account wtHiout showing It In the 
Profit and Loss Account 

(e) The excosv profit tax liability for the above period t s 
determined to be Re 1,20,000 

(A. U , M Com , 1945) 


Solunon 


Statement sbowloj taxable locone ol Ibe Company 

Profit as per Profit and Loss Acoount 
Add inadmissible items — 

Reserve for depreciation 25,000 

Income Tax 50.000 

Provision for C. P T and 
Income Tax 

Subscription to Wat Fuad 
Motor Car Price (Capita!) 

Chanty 


2.00,000 
1.000 
3 000 
1,000 


Rs 

1,00,000 


2,80,000 


3,8j,000 
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Lass depreoiation allowed 15,000 

3.65.000 

Less profit on sale of investments not oliargeable 15,000 

3.50.000 

Less E. P. T. Liability actnally allowed 1,20,000 

Taxable Income from Business 2,30,000 

Add interest on Investment 20,000 

Total Income Bs. 2,50,000 


Income Tax at ./5/- per rupee Rs. 78,125 
Super Tax at ./3/- per rupee Bs. 31,250 

Total Tax Rs. 1,09,375 


Illustration 94 


From the following Profit and Loss Account of a merchant 
for the year ended March 31, 1947 find out his taxable income 
from Business 

' “rs-. T>_ 


/ 

Rs. 


Rs. 

To Office Salaries 

5,720 

By Gross Profit 

27,635 

„ General expenses 

2,640 

,, Interest on Govern. 

„ Interest J— 


ment Securities 

1,460 

On Bank Loan 480 


„ Discount 

365 

On Capital 1,580 

2,060 

„ Bad Debts recovered 640 

— 


„ Profit on sale of 


Fire Insurance Charges 

775 

Investments 

750 

Reserve for Bad Debts 

835 

„ Sundry receipts 

350 

,, Audit fee 

400 



„ Income Tax 

1,760 



Charity 

485 



Law charges 

370 



Compensation paid to 




a retrenched employee 

1,500 



,, Extension of Building 

1,500 



„ Rent 

1,155 



„ Net Profit 

li,000 




31,200 31,200 


In computing the income, the following facts should be taken 
into consideration : — 

(a) In the item of rent, Es. 600 is included in respect of the 
rent of office building which belongs to the proprietor himself. 

(b) In the amount of salaries, Es. 320 is included in respect 
of employer’s contribution to Provident Fund which is recognized. 

(cl General expenses include Rs. 350 in respect of cost of 
new furniture purchased during the year ; and 
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(d) Amouat of dopreolation. allowable according to roles* op 
its used for business purjKwes n worked out at Rs. lj47S. 

(A. B. Com.* l9<"/ 


assets used for busmess purjKwes ii 
Sclutton 

CompaUUoa ol Taxable Income from Baslotss 

Profit as per Profit & Loss Account 
Add inadmissible expenses t — 

Interest on Capital 
BeserTe for Bad Debts 835 

Income Tax 1,760 

Chanty d85 

Extension of Building 1,500 

Rent of Office Budding 

(belongs to proprietor) 6 0 
Cost of furniture (included in 
genoral expenses, being 
Capital) 350 


Bs. 

12,000 


Less income not chargeable under this head 
Interest on securities 1,460 

^ofit on sale of Investments 750 


Less depreciation allowable 
Taxable Income fccsn Business 


Ka. 19,110 


2,210 

16,900 
1,475 
Rs. 15.425 


lUusUadon 95 

A cotton mill contpany, whose sccouating year ends on 3lst 
March, purchased oertain machinery in 1932 for Ea. 1,80,000 ; and 
the depreciation allawance actually claimed for this asset up to and 
including the 1941.42 assessment year amounted to Rs. 31,500. 

Work out the admissible depreciation allowance in resTw^rt nf 
this asset for the assessment years 1942.43 and 1943 44, if thn f 
depreciation pro«cnbed for nicom8.tax purposes w 10% on thTwrUt^n 
down value, if this asset was used double shift for 100 dawa^ ioji 
and for 200 daya in 1942U3, and if the fuU denrAAi * ^ ‘ 
was claimed m the 1942.43 assessment. ^ appreciation allowance 

Solution (A. U.. B. Com , 1943) 

(a) AdiaujitU drpreciotion for assaiment year 1943.43. 

Cost of asset in 1932 Rs. 

'•’"‘'''“I upto 1^0,000 

assessment year 

•** 31,500 

••• 88,500 



DOUBLE TAXATION 


217 


Iformal depreciation at 10% 

Add Extra shift allowance 

150% of 100/300 of Rs. 8,850) 


8,850 

1,475 


Total Depreciation for 1942,43 ... Re. 10,325 

(6) Admissible depreciation for assessment year ig43~44. 
Written down value for 1942,^ ... 88,500 

Less depreciation allowed in 1942,43 ... 10,325 

Written down value for 1943 44 ... 78,175 


Normal depreciation at 10% ... ... 7,817-8.0 

Add extra shift allowance 

(50% of 200/300 of Rs. 7,817-5) ... 2,605,13,4 

Total depreciation for 1943.44 ... . Rs. 10,423.5.4 


Illustration 96 

The Profit and Loss Account of a Company for the year ended 
31st December, 1948, is given below 


Rs. 

Opening Stock 3,00,000 

Oane purchased, cane 

cess & Transport 8,50,000 

Cane Royalty 1,00,000 

Manufacturing Expenses 4,50,000 
Gross Profit 9,00,000 


26,00,000 


Establishment 25,000 

Charges, general Rent 
Rates & Taxes, audit, 
Travelling, postage etc. 15,000 
Repairs & Replacements 85,000 
Law charges 15,000 

Depreciation 1,50,000 

Taxation Reserves 2,00,000 

Net Profit 4,10,000 


9,00,000 


Rs. 

Sale of sugar and 
molasses 21,00,000 

Closing Stock (after 
deducting Rs. 1,00,000 
for estimated loss 
on deterioration' 
of quality) 5,00,000 


26,00,000 


Gross Profit 9,00,000 


9,00,000 


Determine the total income and the taxes payable by the com, 
pany for the assessment year 1949.50 after taking the following 
information into consideration ; — 

1. A dividend of Rs. 2,00,000 was declared on 2nd February, 
1949 in respect of tire profits for the year ended 31.12j.948. Section 
23— A does not apply to the company. 

2, Both opening and closing Stocks, before deduction of the 
estimated loss on deterioration from the latter, are valued at cost which 
is lower than the market price plus excise duty applicable to the stocks. 

28 
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3. The entire cene supplies were purchased from on all^ co^ 
oany ni the ptl» fixed hr OoTeromeat plus a totd suroharge oi 
R* SOiOOO to eaaUe the allied company to meet the cost of irrigation. 

4. Manufacturing expenses indode oxc^e duly Bs. 1.00*000 and 
a sum of Ra. 50.000 being the difference In the price of coal of the last 
three years decided by an order of the Court In January 1943 

5. The cane royalty Is payable under the terras of an agreemeut 
With the allied company to encourage cultivation of unproTod quality 
of cane 

G. Law charges include Rs. lOdlOO being the cost of defending 
the suit m respect uf the dillorenoa m the coal price referred to above 
and Its. 5.000 aa damage paid to a person run over and injured by 
manager of the company while driving his car onhtaway to the 
orhee 

7. Under the articles of association of the company the interest 
foamed on the fixed depoaiU In respect of the reserve and depreciation 
unds was to be rdded to these fnnds Such interest amounted to 
Ra. 27,000. 

8. The written down values of machinery, factory buildinga and 
uoaJactory buddings were Rs 12,00.000> Rs 1 00,000 and Rs. 50,000 
respectively, the depreciation rates being 9% ; 5% ; and 

(£Beome.Tax Departmental 1944 adapted ) 

Solution 

Ra. 

Ket Profit as per Profit & Losa Account 440,000 

Add Inadmissible expenses 

Taxation Reserves 3,00,000 

Loss on deterioration of quality 

of stock 1,00.000 

Cane surcharee 50,000 

Difference in the price of ooal 
regarding past years fin. 
eluded in maniffacturlng 
expenses) 50,000 

Law charges re> ooal price (Past 

expenditure) 10,000 

Damage paid (oapitai) 5,000 

1.50,000 


Depreciation 


Add income net included — 
Income on fixed deposits 


Less Depreciation allowable •— 
Machinery 9% 

Factory Buildings SS 
•NonJoctory buddioga 2JX 




— 

5,65,000 


9,75,000 

27,000 

10.02,000 

1.08,000 

5,000 


1450 




1,14450 

y Rs. 

8,87,750 
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Income-tax on iis, 8,87,750 at 
,/5/-per rupee 
Lass rebate of one anna in 
tbe rupee on the amount 
of total income as reduced 
by seven annas in the 
rupee in excess of the 
dividend declared 

Super-tax on Es. 8,87,750 
at ./4/- in the rupee 
Less rebate at the rate of 
./2/- in the rupee assum- 
ing that the company 
has made arrangement 
for the declaration and 
payment of dividend in 
the provinces as well as 
deduction of super-tax 


Ss, as. p. Rs. as, p. 
2,77,421 14 0 

18,709 15 0 

2.58,711 15 0 

2,21,937 8 0 


1,10,968 12 0 

1,10,968 12 0 


Total Tax payable by the company 3,69,680 11 0 


Notes : — Rebate on Income-tax and supertax is allowed according 
to the Finance Act, ig4g. 

2. Both opening and closing stocks must be valued at cost irres- 
pective of their marfcet price being higher than the cost. However 
Rs. 1.00,000 deducted from stock for loss on deterioration of quality of 
stock is not an admissible loss. 

3. Only the price of cane as fixed by the Qovernment is allowed. 
A surcharge of Rs. Soiooo paid to tbe allied company to enable the latt r 
to meet the cose of irrigation is an inadmissible charge. 

4. The difference in the price of coal as charged to the Profit and 
Lojs Account of this year is a past expendKure and should not be 
included as such. 

5. Legal expenditure also relate to past years and so should not 
be included in current year's Profit and Loss Account. 

llluatraUoa 9? 

M. N. Ltd,, a foreign association pf France, carrying on business 
in British India has been declared by the Central Board of Revenue 
to be a company for the purposes of the Indian Income Tax Act, 
During the year ended 31st March, 1949, this association had the 


following income : — 

Rs. 

1. banking profit at Calcutta 25,750 

2. Dividend Income (gross) from a rupee company 

of Bombay 2,250 

3. Agricultural Income in the Punjab 2,000 

• 4 Banking profit in France 

retained in ^frtynce 25,OOQ 
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5. Inooms from a Isoded pretty mSoalli Africa 

Pr.^lteoU°.»y-a'--«^ '» 

the tai payaMa Depattmrmtal 1940) 

Solalion (xjMPAire’s A33K3uraT POE 1949JO 

at source 


A British Indian Income 
(i) Banking Profit at Calcutta 
(u) Dividend (gross) 


25,750 

2,250 


Total Indian Income 28,000 
B Foreign Inootne — 

Be 

Banking Profit m France 25,000 
Income Irom property 

m^uth Africa 4,000 


29.000 

Less statutory allowance 4,^0 24,500 

Total Income 52,500 

Income Tax on Ba 52,500ai5as Bs 16>40fia4 
Super Tax on 52.500 at las I3>l25il 


Total Tax payable 29,531.0 

Less deducted at source 703.2 


Tax payable 28,820.2 


703 2 0 
703 2 0 


1, The company 18 assessed as resident and ordinary resident 
since Its total Indisn Income ti^ Ks 30,000 exceeds the foreign 
income which is only Be 29,000 

2 The Cknnpany is not required to pay tax on AgriouUure 
Income as It Is exempted from Tax. U wiU neither be taxed nor 
included in the total income 
lUustralion 03 


FrOT toe following uiformatioo compute the company'* total 
income for toe 1949.50 assessment y«ar — 


Profit and Loss 


Opening Stock 
Oane purchased 
Mani^acturing Prp 
Salaries and wages 
Stores oonsuined 
General Charges 
Commission aT»d 
Brokerage 


Account for the year ended 30th June, 1916 
Its Bs. 


52,400 

4,69,200 

2,56^ 

2 a.200 

46,600 

8,500 


Sales of Sugar molas. 
sea etc. 

Closing Stock 76,100 


36,400 
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Interest on loan 

9,000 

Director’s fees 

5,500 

Auditor’s fees 

700 

Taxes 

4,300 

Bad Debts and Reserve 

for B/D 

29,600 

Depreciation 

64,800 • 
1,26,000 

Balance c/d 


11,34,500 


11,34,500 


Managing director’s remu- 
neration at 10% 
Reserves 

Provision for Dividend 
Carry forward 


12,600 

75.000 

30.000 
16,600 


Balance b/f from previous 

year oi/dUO 

Balance b/d 1,26,000 


1,34,200 


1,34,200 


1. Rs. 10,000 'nn by'^the 

to whom tbe sum w.v:. due years and Rs. 30,000 

company in the ®e carried to a special 

on account of speculation ^ +Ug regular business of 

reserve. It is claimed that speculation is not tue reg la 

the company. include Rs 2 000 on account of company’s 

2. Salaries and wages include Rs ji,uuu 

contribution to an unrecognized provident fund. 

3. General charges include • ^ 

(a) Rs. 500 R^ 

employees . Object is to regulate sugar 

fale pr^s^cfS comiiission to a broker for 

arranging a loan for the company. 

4. Commissioa aad B.oke^a ^ 

of secret commission disbursed thro E^ithorities in every 

thaVmes ot payees as sueh diselosuse 

would be detrimental to its business. , . , , 

5 ' Taxes are entirely on account of sales tax levied y 

:ae-^ 

, r»ni/i a bankor of Bikaner 

S.ate’- ‘“dlS^rreS^S:^' to" 

8. Thedepteoiatlon^aUo^Weje 
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Solution 

Profit as por Profit aad Losa Account 
Add InatoUsible expeaaeat — 
Contribution to uareoogatzod Fund 
(loduded in ealaries and wages) 
Brokerage for loan taken 
Secret Conuniesion 
Bad Debts Itoserra 
Interest paid to Bikuter State 
Depreciation 


Ra. 

1 ,? 6^00 


Rb. 


2,000 


10,000 

15,000 

9,000 

fi<,800 


t,02.400 


2,28,400 

Less Expenditure allowed • — 

MaUasin? director's Camm'SBioa l3,$00 

Depreciation 5S^00 <>8i400 


1,60,000 

Add Income omitted v— 

Amount foregone by a creditor 10,000 


Total Inoomo of tbe Company 1,70,000 


Note:— 1. Speculation profit wiQ not be taxed aj it la casual 
income. 

Rlustratioa S9 

Tbe following IS tbe Profit aul Lo:3 Acount of the company 
engaged in manufacture of hosiery 

Rs Ka 

50.000 Sales 2.80.000 

74 000 Clo’iog i>toc1c 36,000 

1,16.000 Interest on securities (not) 1,320 

10.000 Olhor interest 1,130 

3.000 
300 
200 

4,500 

3,000 


Opening Stock 
Yam consumed at cost 
blauufacuiring charges 
Itepaira 
Kstablishment 
Postage and Telegram 
Frmling and stationery — . 
AdrertUing 
Travelling 
Audit 
Sundries 
Income Tax 
Loss on sale of Kleclrio 
motor 

Depreciation of securitiee 
Qoixlwill written off 
'UcuCt. ’iniivwvenrtfiA 
Reserve 

Not Profit 


500 


1 . 0(0 

2,500 

10,000 


-ZZZ!: 3,18,500 

After taking the faUowutg mattera mto acoounf 

company’s total income v mw aooounl ooinputa the 
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1. The company has all along valued its stocks at cost. The 
closing stock of Rs. 36,000 has also been valued at cost. The opening 
stock of Rs. 50,000, if valued at cost, would have been Rs. 30,000 and 
indeed in the Balance Sheet as 3ls» March, 1946, the closing stock 
shown as Rs. 30,000 which was accepted for assessment purposes. 
As the market price of hosiery has increased considerably, the stock 
^ on 1st April, 1946, has been revalued at estimated selling price 
in order to avoid inflated profits being shown, 

2. Repairs include an amount of Rs. 12,000 being the cost of 
extension to buildings made in April.Juno 1946, the extension being 
used as office and godown. 

3. Advertising includes Rs. 3,000 being the cost of a permanent 
fixture on the top of the factory building for giving demonstration 
by film slides of the various processes of manufacture employed in 
the factory.- 

4. Sundries include Rs. 1,000 being counsel’s fees for conduct, 
ing an appeal before the Income Tax Appellate tribunal, 

5. The old Electric Motor whose cost was Rs. 16,000 and written 
down value Rs. 14,000 was sold during the year for Rs. 13,000 and a 
new motor was purchased for Rs. 20,000. 

6. The admissible normal depreciation is worked out at 
Rs. 19,740. 

(Income Tax Departmental 1942, adapted) 

Solution 


Rs. 

Net Profit as per Profit &,Loss Account 24,000 

r T.. t • .« 1 T>_ 


Less Inadmissible expenses — 
Income Tax 

Rs. 

2,000, 

2,500’ 


Depieoiation of securities 


Goodwill written off 

... 10,000 


Block Improvement Reserve 

... 10,000 


Overvaluation of Opening Stock 

... 20,000 


Extention of Buildings 

... 12.000 


Advertising (Capital) 

.3,000 


Expenses re : Income Tax appeal 

1,000 

60.500 

• 


84,500 

Less Income not chargeable under this head ; — 

Interest on Securities 


1,320 

iess Depreciation allowable : — 

(a) Normal Depreciation 

(b) Initial Depreofation : — 

uis, 19,740 

83,180 

on Extended Building 15% 

... 1,800 


on Electric motor 20% 

... 4,000 

25,540 

Taxable Income from busines* 


57,640 

Suta-naab of Totalfnco-nes 


— 

1. Interest on Securities (Gro.ss) 

1,920 


3. Income from Business 

... 57,640 


Total Income of the Company 

59,560 
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S:.=aK.sx-iS:“ 

Rs 13.000. 

'^*'^*Th6 Profit and Libs Account of « Cotton Mvll Cj-iipanylor the 
year 3lst December. 1317. la es follow* s 

i=, 00.000 

Coal fuel and od ',000 

Store consumed 2,40,000 . , , , f 

Wages and t-alanos <3,00.000 Stock at the ouJ of 

Gross Profit 21.40,000 


5,00,000 
38,00,000 
tho’yeV 14,00.000 


EJsl^Uuhmoat "ST 1j t .vU 

Mg. Director’s Commiasmn 1,07.000 Sale proceeds of old 


32,00,000 

S0.O00 Cross Profit 


52/30,000 

21.40.000 


I<ent Rates and Taxes 
Repairs & RejAaceiuents 
Travelling, Audit Postage 
and general diargcs 
Reserve for Taxation 
Law Charges 
Advertising 
Frinting & Stationery 
Depreciation 
Contingency Reserve 
Insurance Reserve 
UiU Improvement 
Reserve 


23.000 accounting machmes 
2,50/)00 (oost R». 3,000) fully 

depreciated m 1944 

12.000 Bad Debts written off 
2,50.000 n earlier years and 

13.000 allowed m past 

10.000 assessment 

2.000 recoverexi 

5.60.000 Double Income Tax 

1.50.000 relief 

75.000 


4,000 


2,00.000 

General Reserve ^’52’29? 

Stock of cloth burnt by fire 30,000 
Net Profit 1,33,000 

21,70.000 21,70,000 

From the above aoeount and the subioined Information compute 
the company's total income for the 1940.49 assessment year 

1, The Company's articles of assooiation provide for s reserve 
hems made f®' sell ug ommission at 5% of sales. The actual 
expenditure on ooramiSBion is paid out of the reserve which amounted 
to Rs. 1,50,000 on 3lst Deoembot, 194$ andtoRs 2,75,000 on 3lst 
Decemher, 1947. 

2 The stock of manufactured goods at the end of the i..» 
been valued at market rate which was m eic^ nf ' .u® 
Bs. 2,00,000 The stocks of mauufactured ^oods raw 
a«a =tooi« .» P»o«.« ..t tb. oomoieoo.meM 
valued at cost which was lower than the market rate^* 
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3. The commission of Us, 1,07|000 paid to the managing director 
was in consideration of a loan of Rs. 20>00)000 advanced by him, the 
stipulation being that he would be entitled to a commission of 5% on 
gross profit subject to a premium of 5% on the Loan. 

4. Rent Rates and taxes include Rs. 2,000 being income tax, 
on staff salaries deducted from the salaries, the net salaries being 
shown under the head “Establishment’. 

5. General charges include Diwali and Mahurt expenses of 
Rs. 500 each. 

6. Law charges include Rs. 10,000 being compromise money 
paid to a shareholder who threatened to bring a suit against the 
managing director for appropriating a large part of the company’s 
profit by way of commission on Gross Profit. 

7. Advertising represents five years’ charges for the years 
1947 to 1951 paid to a newspaper. 

8. There was no insurance cover for the stock burnt. The 
stock was purchased in the year 1946 but the cost is not included in 
the purchases nor in the closing stock. 

9. The insurance reserve was Rs. 1,00,000 on 31st December, 
1947 as against Rs. 75,000 on 31st December, 1946. 

10. On 31st December, 1947, the written down values of 
machinery, factory buildings, and non-factory buildings were 
Rs. 45,00,000, Rs, 9,50,000 and Rs 1,95,000 respectively. The rates of 
depreciation on these assets are 10%, 5% and 24%, 


vs (Income-Tax Departmental 

f 1943 Adapted) 


Solution 


Rs. 

Net Profit as per Profit & Loss Account 


1,33,000 

Add inadmissible items : — 

Rs. 


Reserve for Taxation 

2,50,000 - 


Contingency Reserve 

1,50,000 • 


Insurance Reserve 

75,000 


Mill Improvement Reserve 

2,00,000' 


General Reserve 

3,00,000. 


Reserve for selling Commission 

2,00,000 

. 

Excess Commission to 
managing director 

7,000 

‘ 

Excess rent and rates 

2,000 


Excess Diwali and Mahurt 
expenses (Rs. 1.000 — 400 allowed) 

600 


Legal Charges (capital) 

10,000 


Excess Advertising 

8,000 


Stock burnt by fire 

30,000 . 

17,97,600 

Depreciation 

5,65,0c0 

Less Expenditure allowed : — 

Rs, 

19,30,000 

Selling Commission • 

75,000 


Salaries under.charged 

2,000 


Insurance expenditure 

50,000 
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DepreciAtlon allowed 
ldactiiner7 lCi% 

Tfuctorv Buildi&83 47.500 

Hon?Story Du^mga t\% 4;}87.8 5,01.887.8 


Lree® oVber deducUWe items 

Overvaluatioa stock (adjustment) 
I>oub}e Taxation relief 
Capital gain on sale of aco mating 
maohtne 


2.00,000 

10^00 

1,000 


6,28,887.8 

x3]oi,nil8 


2,11,000.0 


Total loDocne of the Company 10,00,7123 


Nous •— 1. The Commission to the managing dirootor Is 
allowed only to the extent of interest at 5% on Rs 20,00,000 (tli. 
Rs IfOOiQOO} Amount p*ti3 over aad ahovo i> disallowed (Us 1,07,000“ 
Us. 100.000)= R® 7,000 

2. Llahurt expenses are allowable »i total to the extent of 
Rs 400 only Any expenditure over it isd-sallowed. 

3 Only 1/5 of (be adrertismg will bo allowed, as the beoedt 
of it is reaped over five years. 

4 Double Taxation relief is not a trading profit. 

3. The acoountiog macbmo which bad cost Rs. 3,000 has bean 
sold for Rs 4,000, out of this amount Rs 3,000 which have already 
been written oS will be treated as normal profit while Rs. 1,000 will 
be treated os Capital gam. 

6. The actual amount of selling comtaission paid has been 
worked out as follows •' - 

Rs. 

Balance on Cammissioa Reserve at tho beginning of 

the year ... 1,EO,000 

Reserve for Selling Coinmisstea made during the 

current year ... 2,00,000 


Balance of reserve at the end of the ourroat year ... \*75*^0 

Actual Commission paid ... 75 000 

7. Actual amount of Insurance paid has been ascertained as 
follows : — 

Balance of Insurance Reserve at the hegrantng of the 
year 

Reserve made during the current year 


Reserve at the end of the year 

Actual amount of Insurance paid 


75.00 0 

75.000 

1,50,000 

1,00,000 

50.000 
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8. The stock of goods should be valued at cost for incorae.tax 
purposes whether its market price is higher or lower is immaterial. 

Illustration lOi 

Mr, and Mrs. V'ikaji trade in the name of Vera & Go. whose 
profit and loss a/c for the year ended Slst March, IO-I-Tt-Is given 
below ; — 


Salaries and wages 
Trade Expenses 
Postage and Telegrams 
Rent 

Loss on Sale of Machinery 
Repairs 5s Replacements 
Loss by Embezzlement 
Bonus to employees 
Commission 
Net Profit : 

Mr. Vikaji 1,50,000 

Mrs. Vikaji 1,50,000 


Rs, 

Rs. 

5.000 

Gross Profit 4,80,000 

10,000 

Interest from Tux 

1,000 

free Govt, Seen. 

10,000 

80,000 

25.000 

9.000 

10.000 

5.000 

ritios 20,000 

3,00,000 

5,00,000 

5,00,000 


(«) The loss of Rs. 80,000 on sale of machinery is arrived at 
03 follows : — Rs. 

Original cost of Machinery • ... 2,00,000 

Les.-4 Sales proceeds thereof ... 1,20,000 

80,000 


On this machinery depreciation allowed for income,tax purposes 
up to the date of sale was Rs 50,000. 

(b) Mr. and Mrs. Vikaji have made a revocable deed of 
settlement, the income from which is to go to their only son Rustomji 
who is doing his separate business • from which he has earned 
Rs. 30,000. The income from dividends under this settlement is 
Rs. 10,000. Rustomji i.s 29 years of age. 

(c) Mr. and Mrs, Vikaji have made an irrevocable settlement in 
which they are the trustees and also the life tenants enjoying the 
income of the trust in equal shares, which for the year ended 3lst 
March, 1947, was Rs 20,000 from Dividends. The trustees were 
empowered to make changes in the investments of the trust and on 
account of such changes there was a profit of Rs. 30,000 made during 
the year. 

(d) Mr. Vikaji during the year suffered a loss of Rs, 10,000 in 
cotton business carried on in Indore State. 

(e) Mrs. Vikaji during the year earned a profit of Rs. 5,000 in 
silver business done in Baroda State, which amount was not brought 
into British India. 

Prepare the respective tax liabilities of Mr. Vikaji, Mrs. Vikaji 
and Mr. Rustomji for the assessment year 1947-48. Do not calculate 
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the Actual amount of tax payable* and state in the form of footnotes 
any assumptions you may have made m your answer. 

(It. X. Final 1945) 

Solution. 

CoMPDTATlON OP Pmu‘S TOTAL INCOME 


2Iot proht as per Proht and Loss A/o 

Add inadmUsible expenses ■ — 

Loss on sale of machinery 

Its. 

3,00,000 

80.000 

Less expenses allowed > 

Obsolescence allowance on machinery 

3,80,000 

30,000 

Lees Income not chargeaUe under this head 
Interest on Tax free securities 

, 3,50.000 

20,000 

Income from business 

3,30,000 


^ ■ - 

N. B. (1) It IS assumed that whole expenditure 
replacements IS revenue expenditure. 

on Topain and 

(2) The obsolescence allowance on macbioery has been calcalatod 
asunder s— 

Original cost of machinery 

Less depreciation written off 

2,00,000 

50.000 

Written down value of machinery 

Less Sale proceeds of Machinerv 

(Rs. 2,00,000— Be- 80,000 loss- 1,20,000) 

Obsolescence allowance 

1.50.000 

1.30.000 

30.000 

DISTBIBUnON OP PROm BBmzZN MB MRS virlTT 

Mr. Vikaji ilr- vil.,; 

Income from Tax free 1,05,000 

'«.»»» 10.000 

1,75,000 

1,75,000 

MATXMEST OP VIXaJl-a TQTAl. WCOUE 

1. Interest on Tax free Securltiea 

2. Income from Busmese 20000 

3. ^oome from other sources — 1,6S!000 

(1) Income from Revocable , > » wu 

Rustomji ^ *etUemeat la favour of 


10,000 
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(2) Income from Trust in favour of both. Mr. & 

Mrs. Vikaji (half) 

(a^ Share of profit on Share Transaction 

15,000 (Capital gain) 


(b) Income from Dividends 10,000 25,000 

Total Income 2,10,000 

Less Earned Income allowance 4,000 

Taxable Income 2,06,000 


Mr. Vikaji is to pay income-tax on Rs. 2,06 jOOO less 15,000 the 
capital gain after allowing a rebate of Income-tax on Rs. 10,000 at 
the average rate for income from tax free securities. 

He will pay super-tax on the full amount of his total Income 
oi?. Rs, 2,10,000 minus 15,000 capital gain. 

Note Mr. Vikaji is not entitled to set off his loss on cotton in 
Indore State against British Indian Income 

STATEMENT OF (JRS. VIKAJi’S TOTAL INCOME 
A. Indian Income Rs. 

1. Income from Tax free securities 10,000 

2. Income from Business (Vera & Co >) 1,65,000 

3. Income from Trust tin favour of both Mr. and 


Mrs. Vikaji) 

(a) Share of profit on share transaction 15,000 
(Capital gain) 

(b) Income from dividends 10,000 25,000 

B. Foreign. Income : — 

Profit from Silver Business in 

Baroda State 5,000 

Less statutory allowance 4,500 500 


Total Income 2,00,500 

Less Earned Income allowance 4j00O 


Taxable Income 1,96,500 


She will pay Income-tax on Rs. 1,96,200 minus 15,000 capital 
gain and will get a credit for the amount of income-tax collected at 
source on her dividends and after deducting income tax on tax free 
securities at the average rate of tax ; she wiU pay Super-Tax on total 
Income viz. Rs. 2,00 500 minus 15,000 capital gain. 

Note It is assumed that (a) Mr. & Mrs Vikaji are residents 
and ordinary resident, (b) their business Vera and Company is a 
registered one. (c) The deed of settlement has been made for ade- 
quate consideration or in connection with agreement to live apart, 
(d) capital in the firm for her own share has been contributed by 
Mrs. Vikaji from her own personal property. 

Taking into considerations the above assumptions the income of 
Mrs. Vikaji is separately assessable. 

However, it should be borne in mind that in the absence of 
aforesaid assumptions Mrs. Vikaji’s income will be assessed in the 
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hinds of Mr Vikaji and as such Uwillbe included ‘0 his total Inooine 
and in this ca«o tlio loss sufforod by Mr Vik»)i on oolton business In 
Indore State will be set oil against Mrs Vikaji’s profit m silrer m 
Baroda State 

ST <TEMEHr OP MR RUSTOMji's TOTAL INCOME 

Ra 

1 Income from Business 30,000 

Total Income 30,000 

Less Earned Inooine Allowance 4,000 


Taiabte Ineosne 26,000 

Mr Rustomji shall pay tax on is t6,000 after getting a credit 
for Income.Tax deducted at Kource from diridend. 

He will pay super.tax on Rs 30,000 

Mote -*It is assumed that the settlement is made only m respect 
uf income and not in respect of asset as it ta rerocable 

IlluiUatiaa 102 


The following la the Profit and Loss Aecount of the Bengal 
Partnership Co , for the year ending 3l March, 19-18 


To Purchases 

To Stock at L.4 47 

80,000 

20,000 

By 

sales 

1,50,000 

Less stock at 31.3 47 

1.00,000 

13,000 




To Staff salaries 

To Rent 

„ Postage, Telegram, 
Lighting etc. 

„ Subscriptions — 
Business 

Charitable 

GO 

80 

83.000 

12.000 
6,000 

1,200 

140 



,, General Expenses 


500 



, Ret profit caTTicd down 

1 04 840 
45,160 





1.50,000 


1,50,001) 

Ta Interest oa Parlner'a 
Current Account — 
BaneriM SCO 

klukenee 440 


tJo RVi 


43.160 

1,000 

Less Chatterjee 320 


C80 
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To Balance transferred to 
Partner’s Current Account : — 

Banerjee 0.8.0 share 22,240 
Mukerjee 0.5-0 share 13,900 
Chatterjee 0.3,0 share 8,340 

44,480 

45,160 45,160 

Banerjee retired from Partnership as from 31st March, 1948 and 
Dutt was admitted as a partner (having previously been a salaried 
assistant j and the shares were Mukerjee 0.7.0, Chatterjee 0.6,0 
Dutt 0.3.0 from 1st of April, 1948. The firm was a registered firm 
under Section 26 (a) of the Indian Income-Tax Act, 1922. 

You are required to compute the total amount of Income for 
1948.49 for the firm, Banerjee, Mukerjee, Chatterjee and Dutt and 
show the amount on which tax is payable or refundable 

Do not Work out the amount of tax payable or refundable. 

The partner’s other Incomes for the ye.ar ended 31st March, 1948, 
were : — 

Banerjee D.vidend on Shares (Gross) Rs. 5,000 

Mukerjee Bank Current account interest 500 

Chatterjee Nil 

Dutt Salary in Bengal Partnership Co,, as 

. Assistant (Gross) Rs. 3,600 

(R. A. 1937 Adapted) 

Solut.on 

Computation- of Total Income of The Bengal Partnership 
Company For Assessment year 1948.49. 

Net Profit as per Profit & Loss Account 44,480 

Add inadmissible items : — 

Interest on partner’s current Accounts 680 
Charitable subscriptions 80 

— - — 760 

Income of the Firm 45,240 

distribution op pirm’^ income 

Banerjee Mukerjee Chatterjee Total 

Interest 560 440 —320 . 680 

Balance 22,280 , 13,925 8,355 44,560 

Rs, 22,840 14,365 8,035 45,240 


ASSESSMENT OP PARTNERS 


Banerjee 

Mukerjee 

Chatterjee 

Income from registered firm 
Interest on Bank Current a/c 

D ividend on share (Gross) ' 

22,8 !0 

5,000 

14,365 

500 

8,035 

Total Income 

27,840 

14,865 

8,035 

Earned Income allowance 

4,000 

2 873 ' 

1,607 

Taxable Income 

23,840 

11,992 

6,428 
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Dutl Will have no share m the profits because 3£0Q 

period prior to his admissioa m the firnt. He will paT ‘UX on • 

mipus Rs 720 for i*arned Incocne allowance t e on Its, -t oay 


Uluatration 103 

The following is the Profit &l>oss Account of Allies and LW* 
for the year ending 3lst Marchi 1^49 — 

J, Gross Profit 2^0,000 
,, Premium on 
issue of shares 20.000 


To Salaries and wages 

23,000 : 

1 , Piiuting. Etampa and stationoTj 

4,000 

„ Rent 

12,000 

,. Otllce expenses 

2,700 

Motor Lorry expenses 

14,000 

Reserve for doubtful debts 

0,000 

, Director's fees 

9,000 

>. Audit fees 

2.500 

„ Legal Charges 

2,900 

» Fines and Penalties 

lAOO 

1 , Brolcera^ on loans obtained 

4/)00 

It InuoiieTa-i. 


1 , TJadetwciUng Comm^Esion on 


shaiea 

3,000 

II Cost of issue of debentures 

1,500 

1 ) Interest on debentuees 

12.000 

ti Donat on to war fund 

7,000 

II Workmen Compensation and 


Accident Insurance 

900 

II Loss by Embeszlement 

8,000 

II Compeusation to Managing 


Agents for temiuiation of 


their Berrices 

50,000 

I. Prov dent Fund oontribution 

2A00 


» Haosging Agents' cooimission 

for 9 months 12.000 

11 Ifet Profit subject to Deprecwtioo 

and Income-Tax ^7.000 


2.50.000 S.50.000 


Find out the taxable lucome of the oompan/ and ttia tax payable 
after taking into consideration the following further facts — 

(a) ThaPrOTideot fund is leci^aised b/ the Commissioner of 

l&oome«Tax 


(b) Legal Charges were laourced to defeUd proceediPes for thn 
levy of iMualties ** 


(c) Depreciation on furniture, fixtures etc. allowahltt. .*• tu 

prescribed rate (on written ealue) amounts to Bs 15,000 * the 

».th.u.trr»l 


^ 1942 Adapted) 
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Solution 

STATEMENT OP COMPANY’S TOTAL INCOME 


Nefc Profit as per Profit and Loss Account 
Add Inadmissible Expenses : — 

Reserve for Bad debts 6>000 

Brokerage on loans obtained (capital) 4 000 

Income-Tax 13,000 

Underwriting Commission on shares 3,000 

Cost of issue of debentures 1,500 

Donation to war fund 7 OOO 


Rs. 

57,000 


34,500 


Less Depreciation allow dble 15,000 

„ Premium on issue of shares 20,000 


91,500 

35,000 


Total Income 


56,500 


Income-Tax on Rs. 56,500 at 5 as. 
Super,Tax on Rs . 56,500 at 4 as. 


Rs. 17,656X0 
Rs. 14,125-0.0 


Total- Tax payable 31,781 4-0 


Note : — It is assumed that (o) loss by embezzlement.has been 
incurred through an employee of the business. 

(b) The levy of penaIt.T is in connection with the purchase or 
sale of goods and not on capital account. 

(c) Compensation to managing agents for termination of their 
services : — It is an admissible expense, it is paid for cancelling a 
contract. 

(d) The Company shall gat rebate for super.tax at the rate of 
two annas on its total income if the company has made adequate 
arrangement for the declaration and payment of dividends in pro- 
vinces in India and for the deduction of super tax from dividends. 

Illustration 104 

The business profit.s of the Registered firm of Akbar and Birfaal 
of the year ending 3lst December, 1944 (only adjusted for Income 
Ta^) amounted to Rs. 58,770 subject to the following further 
adjustments : 

There are two partners ; Akbar whose capital is T?s. 25,000 is 
entitled to a management salary of Rs. 7,500 per annum, and Birbal 
whose capital is Rs. 10,000 is entitled to a similar salary of Rs. 3,000 
per annum. After deducting interest on capital at 6% p, a. and the 
above mentioned management salaries, the partners share profits and 
losses in proportion to 2 ; 1. Akbar had also property income (only 
adjusted for Income Tax) of Rs. 3,400 for that year. Birbal received 
in that year loan interest income of Rs, 600 and interest on Govern- 
ment paper (Gross Rs. 1,000). 

Prepare a statement showing the income of the partners for the 
purpose of 1945.46 assessment. 

(R. A. 1945) 
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6TXTEUKS.T 0? FIRM'S ToTaL INCOME 

Profit as per Profit & Loss Account 
Add madniivciblo items — 

Us 

Partner s SaWies Wbar 7,^0 

B rbal 3^00 

Interest on Capital Akbar 1^08 

Bubal COO 


Total Income 

RIsTRlBOTlOV OP PROFIT BETWEEH PARMtBS 
Akbar 

Salary 7;i00 

Biterest 1^0 

Balance 39,180 


Us 48.180 

AEBiRS ASSESSMLRT FOR 1943.4C 

1 Property Incotnn (taxable) 

2 Income from Busmees (registered fins) 


58770 


12,600 
71^ 

Btrbal 
3,000 
£00 
19.590 

US 23,190 


Loss Lamed Income relief 

Taxable Income 


48.180 


51.580 

2,000 


49.580 


Akbar Will pay tax on Us 49,580 at the rates applicable in the 
assessment year 194o 46 He wdl pay super tax on Us 51,580 
BIRBAL’S A3SC33UETt FOR TUB TEAR 1945.4 


1 Interest on securities 

2 Income from business (regi«‘tered firm) 

3 Loan Interest 


l.ess Barned Income aUowance 


Bs. 

1,000 

23A90 

600 

24,790 

2,000 


Taxable lacome 


Birbal shall pay Tax on Us 22,790 
He will not pay super Tax as his tucome vtr Rs ii TOn .» u » ™ 
limit «„ K. Ki,(«10 is hslow 

H B. Earned Income allowed In the asse«!smAnt .TO ,n.r 

limited to I/IO of total Inoome or Rs 2,000 whlchere 1945.46 was 
lllutiralion 105 » r is less 


John Jones received the fcUowmoi 
ending 31st March, 1949 — ""owiog 
Salary (Gross Rs 24,000) 


income during the 


20,500 
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Interest on securities (Gross Rs. 3)000) 2,062.8 

Interest on Current Account with Bankers ’ 12,0 

Dividends from shares of companies 

(Gross Us. 5,000) 3,437,8 

Ground rent of a plot at Delhi 2,800 

Property Income (Taxable Rs. 3,482) 3,*060 


He is also a partner in an unregistered firm of Jones and 
Hameed which was collectively taxed and his share of income (as 
adjusted for income-tax) amounted to Rs 8,300 for that year. The 
firm has been assessed to Income Tax but not to super,tax". He 
also pays an annual life insurance premium of Rs. 7,205. 

Prepare a statement showing his income for the assessment * 
year 1949.50. 

statement of total income for 1949,50 

RS. 

24,000 . 
3,000 • 
3,482 . 
8,300 

12 V 

5,000 , 
2,800 

46,594 


Rs. 6,000 
Rs. 8,300 

14,300 

The Income.Tax will be the amount chargeable on Total Income 
less the amount of Income.Tax relief on Rs. 14,300 at the average rate 
of Income-Tax and the amount of income-tax deducted at source 
from the salary, interest on securities and dividends. 

The Supei’.Tax payable will be the amount chargeable on the 
total income i. e. 46594 as the unregistered firm has not been assessed 
to super.tax. 

Illustration 106 

From the following informations you are asked by AB to 
compute his income for tax purposes for the year 1948.49 and 
state the amount of Income-Tax and Super,Tax payable or refundable 
in India. 

Income received during the year ended 3 1st March, 1948 : — 

Tax Tax free 
Gross deducted Rs. 

Rs. Rs. 

Investment Income In India 

Rs. 25,000 5% Govarnment Loan 
1945 55 

Rs. 1,00,000 3i% G.P notes 3,500 1,093.12 


1. Income from salary 

2. Interest on securities (taxed) 

3. Property income (taxable) 

4. Income from Business (unregistered firm) 

5. Income from other sources : — 

Interest on current account 
Dividends from share of companies 
Ground rent of a plot at Delhi 

Total Income 

Exempted Income 

Life Insurance Premium 

Profit from imregistered firm already taxed 


1,250 
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2i,Q00 

8,000 

SOO 


100 

6,000 


Assam & Trftvaacore Tea Co. 

Dividend l-OM 

Cq9&v^c«> Jata 'Mvlla l.td. 2,000 

outer Incoaa la India 

Director's Salary- 
Rents from property 
Bank Interest on current a/o 

Charges on Indian income 
Insurance of property 
Mortgage Interest 
Municipal Taxes (owner's half 
share) 500 

House Commission 500 

Income abioid 

£ 40,000, 21% Consol slock £ 1.000 

The income on this stock has been Tainrostod la London, Life 
Insurance premium pAid is Hs 2,500. 

7ou are informed that the renta] of Uto property is Ri^ 1,000 
p m. plus occupiers 1/2 share of muoioipM Taxes. 

(B) State any difference m method of computing bis mcoma 
if AB were resident abroad. 

Do not make a second computation. 

iRA. 1936 Adapted) 

ASSESSMEtIT 07 A.B. FOB 1948.49 

Tax deducted 
at source. 

Hs. Ra. a. p. 


3,500 


X225 


A. Indian Inwwie 

1. Income from securities s— 

(a) Ra. 25,000 5% Goremmeat 

Loan 1943.55 tax free) 

(b) Be. 1,00,000, 3i% O. P. Notes 

(Gross) 

2. faos&Pro’aeits •« — 

Annual rental value Rs. 1Z,500 
IjObs allowable expenses i-~> 

Ks. 


1,250 

3,500 


1/0 for repair 2,083 
Mortgage Interest 6,000 
Insurance 100 

House Agent's 

Commission 560 


8,743 


3 . iBoome from other sources 

Assam Tiavancore Tea Co, Ltd, 
dividend (Gross) 

Cossiporo Jute Mill Ltd,, dividend 

Director a Salary 

Bant Interest on cotrent account 


714 

909 

3,500 


41,630-6-0 
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B. Foreign Income : — 

Interest on 2i% Consol stock l3>333.5-0 
Less statutory allowance 4,500-0-0 

8,833-5.0 


Total Income 50,463.11.0 
Less Earned Income allowance • ^ 

(1/5 of Us. 24,000 to tlie extent 
of Rs. 4,000) 4,000-0-0 


Taxable Income 

Exempted Income : — 

Life Insurance Premium 
Tax free securities 


2,500 

1,250 


3,750 

Income-tax on Rs. 46,463.11.0 
average rate applicable 48'64 pies 

Super-Tax : — 

On Rs. 24,000 (Earned Incmne) 1,824.13.0 
On Rs. 26,464 (unearned Income) 3,018. 4-0 


Total 

Xj6SS **““• 

On Tax free Securities Rs 1,250 & 
Rs. 2,500 Life Insurance premium. 
Deducted at soirrce on dividend, 
Securities & Salary 


950.0.0 
6,217.0.0 
Tax actually payable 


46,463.11-0 6,217 2 0 


Rs. 11,770.0.0 

4,843-1—0 

16,613—1—0 

7167—2—0 

9445^15—0 


1. It is asstuned that House Agents' Commission is paid for the 
collection of rent which is less than 6% of the annual value and (b) 
Life Insurance premium does not exceed 10% of the sum assured. 


2. The Income of Assam Travancore Tea Company Ltd. is 
taxable to the extent of 40% being a tea Co. The dividend received 
from it will be grossed as follows : — 


5000 


5000 


^ 192^100 \ 8/ 

5000X8 


or Rs. 5,714 — 5-0 


3. For rates of super.tax vide Finance Act 1948 given in the 
appendix. 

(b) If A and B were resident abroad then they will not have to 
pay tax on foreign Income viz. 2^% interest on Consol stock. In 
that case their total income would be Rs. 41,630-6.0 and Total 
world Income Rs. 54,963.11.0 ( Indian Income Rs .41,630.6.0 plus 
foreign Income Rs. 13,333.5-0) 

He will get earned income allowance of Rs. 4,000 and his taxable 
income would be Rs. 37,630-6-0 on which he will pay tax after 
deducting therefrom the tax on exempted Income Rs, 3,750 at the 
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average rate of lucorae tax and wUl got credit for IncomeJax deduct- 
ed at Bource in respect of dividends* interest on securities an 
director’s salaries. 

Ho Will pay super tax on fuU total Income Rs. 41.630.6-0. 

Tbiis he IS chargeable on all income accruing, arising or 
received m British India but he is not liable to pay tax on 
arising outside Britush India whether or not he remits it to 
India But if he remits to his wife resident in British India, she wiu 
he taxed on the amount so received by her. 
lUuitration 107 

The following is the Profit and Loss Account of Mr. Jamshedjl 
for the year ended Slst March* 1949 

Rs. Rs. 

Salaries 40.000 Gross Profit 5,00,000 

Profit on sale of Machinery 50.000 

Allowance to widows 
of deceased employees 3.000 

Postage and Telegram 1.000 

Secret Commission 10,000 

Donation to Red cross 

fund 10.000 

Rent 6,000 

Staff Provident Fund 

contribution 5,000 

Lose on sale of Invest. 

meats LOO, 000 

Interest on capital 5,000 

Het Profit 3,70.000 


5.50,000 5,50 000 

the year was 

Bs 1,00.000 and depreciation aikwed for mcome tax purposes to 
date was Ks JOiOOO 

. and Mrs Jamshe^l have a partnership business in 

tirofit for 1949.^ assessment is determined at 
Rs. 60,000 as a registered firm. Thowhole capital otlhe^ra has 
been contributed by Mr Jamshodj, The two partnecs share 
profits eQiiaUy. 

(c) Mr Jamsh^i has made a revocable deed of settlement the 
income from which for the 1949.^ assessment worhs out at 
Bs. 10,000 from diyidends Under the settlement the whole 
Income is to go to Mrs Jamshedli for her life 

(d) Mr. Jamahedji has made another revocable deed of settu 
tnent whose m^e for the 1949.50 asses-ment work., 

Rs 15,000 from piv.deods Ilndw thu setUeWut the 
,a to he enjoyed by the throe chiMreaof the settlor^ii r ® 
mlnoTB an oi whom are 

Prepare the respective tax liabihties of \t r 


(R. A. Fmal 1944) 
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Solution 


COMPUTATION OF JAMSHEDJi’S TAXABLE INCOME FROM BUSINESS 


Net Profit as per Profit and Loss Account 


Less Inadmissible expenses : — Rs. 

Secret ( ommission 10,000 

Loss on sale of Investments (capital) 1,00,000 
Red Cross Fund 10,000 

Interest ou Capital 5,000 


Rs. 

3,70,000 


1,25,000 


Less capital gain on Sale of Machinery 


4,95,000 

20,000 


4,75,000 


Note 5 — 1. Loss on Sale of Investments being capital gain is 
an inadmissible expense. It shall be, however, set off against the 
capital gains on the Sale of Machinery. 

2. Rs. 30,000 out of the profit on Sale of Machinery will be 
taxed as normal profit as already the depreciation to the extent of 
Rs. 30,000 has been allowed on this asset and the remaining profit 
of Rs. 20,000 will be treated as capitfi profit. 

MR. JAMSflEDJi’S ASSESSMENT FOR 1949.50 


1. Income from Business (own) 

Rs. 

4,75,000 

Income from the registered firm (including 
half share of the wife) 

60,000 

2. Income from two settlements 

25,000 

Total Income 

5,60,000 

Less Earned Income allowance 

4,000 

Taxable profit 

5,56,000 


No'e : — (1) It is assvuned that in either settlement it is income 
and not the property that is settled. 

(2) A s in the registered firm, the capital is contributed by Mr. 
Jamshedji both for his as well as his wife’s share, the income of the 
firm Rs. 60,000 should be and is included in Mr. Jamshedji’s total 
income and will be taxed in his hands. 

It should be remembered here in connection with the second 
settlement that income from it would be taxed in the hands of the 
assesses even if the property were transferred because the three 
sons are minors, 
llust ration 108 

Ingolia Inc. is a company incorporated in the U. S. A. having 
its head ofiSce and most of the control and management in New York. 
It has been declared by the Central Board of Revenue to be a 
company. It carries on the business of commission agents for the 
sale of certain machine parts of a manufacturer in the JJ, S. A. It 
has a branch in British India for which separate Balance Sheet and 
profit and Loss Account are prepared, which are as follows : — 
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BALANCE SHEET SlBT DECEMBER. 1346 
3I.l2.45 


31A2.45 

Ba. 

20.000 Sundry creditors i5,000 

Other Finance 4,000 

1 OOJ Depreciation IteserTO 6,090 
’ Due to H 0 . out of 
last balance 6,000 

79.000 


B-. 

8,0C0 Furniture 

10.000 Motor Car at cost 
Sundry dobtora 

(lera Reserve 

25.000 Ks. 3,000} 


1916 Profit 80,000 86,000 60,000 Cash 
1.03,000 1,11,000 1,03,000 

PROFIT AND LOSS ACCOONT FOR THE TEAR 1946 


Rs. 

10,000 

6,000 


20,000 

75,000 


1,11,000 


Salaries & wages 
Compensation 
Law charges 
Depreciation Reserve 
Rent Rates Taxes 
Reserve for Taxes 
General charges 
Profit carried to B/s 


36.000 Conuni&aion 

50.000 Over due Interest 

10.000 from Debtors 6,000 

2.000 less Res, for B/d 3,000 

9.000 

35.000 Profit on sale 

33.000 of Machinery 

80.000 Refund of S.P.T. 

2jsi000 


Rs. 

2,00,000 


57.000 

15.000 


Compute the total income of the company for the assessment 
year 1947.48, after taking the foilowuig matters into consideration 

1 . Furniture 5 — The written down value on the basis of which 

depreciation was allowed for 1946.47 assessment was Rs 6 000 The 
rata of depreciation allowable is 6 ^ ' 

2. Motor Can— The car was purchased on LI 191? fnr 

l\s. 10,000 and sold on I.LI946 for Rs. 11,000 tL rate of 
elation allowed m 1946.47 assessment was 2ok “ 

_3. OlberFmmo. -Tli» racludra, Rs, 2,000 bsms a p.tt ot Ih. 

commission osrneil during tb. „„ 191G roseryed for oSntoyeBs-Jri 
fare purposes woi, 

4 Manager's Commission Out of n» va OArt , . .. 

Head Office on 31.12- 1945. Rs. 9,000 was D^id 1, mnl'® 

Bion for 1945 and Rs. 64,000 w^ remitlti^ 

commission becomes due only after its sanction k Office. The 

genord ranelmg lyhiol, n, b.U nsUl, 

the year for which It is paul ^ months after the cloo® of 

5 Profit on sale of mai^uiAPv —i?-... . 
market .price of the machine parte eoW ‘tl? * 

iLS..o“ “ 

6. 8“l*»‘e8Aud wages Inclndes dearness «IL 

7. Compensation Rs.OOAOO:— Th,. 1 of Rs 3,000. 

an award by court of Infringing the secreev it? ^ ppinoipal on 

»« 8 oy agreement in respect of 
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oertain machine parts, the formulae for which were disclosed by the 
assessee to a third party who was carrying on certain experunents for 
the manufacture of similar parts at the instance of the assessee. 

8. The law charges were all incurred in defending the above 

suit. 

9. Kent, Rates and Taxes include 'Salami' of Rs. 5,000 for a 30 
years’ lease of the premises used for the business. 

10. General charges include Rs. 7,500 paid to a company for 
carrying on an experiment for manufacturing the certain machine 
parts for the assessee. 

11. The profits earned by the assessee outside British India 
computed according to the provisions of the Income-Tax Act are 
Rs. 1.00,000. 

(Income-Tax Departmental 1945 adapted.) 

•’Solution 

Computation of company's Income from Business 

Rs, 

Net Profit as per Profit & Loss Account 80,000 


Less Inadmissible Expenses : — 


Compensation (Capital) 
Depreciation Reserve 
Reserve for Taxes 

Reserve for Bad debts 

Law charges 

Salami for a lease 

Research expenditure 


50.000 • 
‘2,000 . 

35.000 • 

3.000 • 

10.000 

5.000 

7,500 

1,12,500 

Less Admissible expenses 



1,92,500 

Depreciation : — 

Furniture normal 

Motar Car normal 

Motar Car initial 

Rs. 

458 

1,200 

1,200 



Manager’s commission 

2,858 

9,000 


11,858 




Add income not included 



1,80,642 

Commission; earned but 
not taken into P. & L. a/o 
Normal profit on sale of 
Motor Oar 

2,000 

2,000 


■ 4,000 


3 ^. 


1,84,642 


Income from Bnsipbsa 
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INPOMK-TAX f.AW & AOCOUNTS 
statement OE aOMPA»Y'‘i total income 


A. Indian Income — i«iC42 

Incxnne from Biiainfeb« *' • 

“• ' K. 1,00, «» 

LB<«8taWVoiy 4>5CK> 

Total Incomo «if the oompany 2,8 0>l4v 

Note 1. Law charges relate to defend a suit ooncernmg 
the oipenditure which IS capital and inadmissible and so it will also 
not be allowed 

2. Salami for a lease la not a revenue expenditure. It is a capital 
expenditure and hence inadmissible. 

3. The Depreciation on Turnlture has been calculated as 

Written down value in 194G 
Depreciation at 6% in ,• 


Additions during the year »,uuu 

(Rs. lOiGOO-Rs. 8000 (m t84C.47) ^ 

Written down value for 1947.48 7,640 

Det^eoiation on Rs. ?iCl0«i Us. 488 

4 As the motor oar has been purotiasod after Nt April 1946. 
an additional depreciation at called as iuitm) Depreciation (which 
shall, however, not be taken into oonsideratiou for caloutatiu ; the 
written down value of motor car) will be allowed 

6. Idanager’a salary is on outstanding expense. As it is paid 
6 montliB after the closo of the accounting year when It ia sanctioned 
in the annual general meeting it has neither been brought into account 
nor charged to P. firL. a/c. 

6 The car sold was purchased on 1.1.45 for Rs. lOiOOO god 
sold on 1-1.46. Por the year 1945 U was subject to a depreciation 
allowance of 20% which comes to Rs. 2,000. Heace when the car 
was disposed on the wriltea down value was Ub 8,000. By sale there 
was a cleat profit of Its. 3,000 out of which Rb. 2,000 Will de taxed as 
normal profit for depreoialion allowance to this extent ban already 
been given. ^heremammg profit of Hs. 1,000 wiUbe a capiUl pnlU 
and beinglessthan Its. 15,000 ItwiU neiUier bo taxed nor included in 
tlie Vital income of the company 

7. The company is an ordinary resident as its total Indian 
Inonme ur^Rs^ I 84.642 is greater than the Incom, arLsing abroad 

8 K.P.T. refund will be taxed as when it Was made it w.ks iIbiIhr 
ted from total me une and s.» mucli of deducted income was not taxed * 
Ulustralion 109 

m p,„po,u„. Th. 
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Bs. 1,20,000, Bs. 70,000 aad Rs. 20,000 respenfclveiy upon which, in. 
teresfc IS to be credited to them at 5% p. a. They have also respec. 
tively received management salaries at Rs. 9,000, Rs. 6,000 and 
Rs. 3,000 per year. They carry o.i business in a property at Ballard 
Estate belonging to the firm. 

Profit and Loss Account for the year ending 3lst March, 1948. 

To Trade Expenses 20,000 By Gross profit as per 

„ Salaries 70,000 Trading account 4,10,500 

,, Postage and Telegrams 1,000 
., Secret Commission 30,000 

„ Loss on sale of 

Motor Car 1,000 

,, Alteration ond Repairs 
to Buildings used lor 
business 16,000 

„ Reserve for doubtful 

debts 11,000 

„ Municipal Tax of Building 
used for office use 2,000 

Donation to war f und 1,000 

„ Staff Provident Fund 
■ contribution 4,000 

„ Interest on capital 
Mr. S • 6,000 

Mr* M 3,5l’0 

Mr. P 1,000 10,500 

,. Partners Salaries : — 

Mr. S 9,000 

Mr. M 6,000 

Mr, P 3,000 18,000 

To Net profit for the 

year 2,26,000 


Rs. 4,10,500 Rs. 4,10,500 

The Partnership is registered for 1948-49 assessment. The 
partners have over and above their business income, the income from 
the following sources ’ — 

Dividends Mr. S Rs. 8,000 (Net) 

Interest on Tax free Govt, securities Rs. 4,000 

Mr.M 

Rs. 25,000 being hah share in the unregistered firm of Messrs. 
Gay & Co. 

He pays premia for life assurance Rs. 4,000 on his own life and 
Rs. 3,000 on the life of his wife. 

Mr.F 

He lives in a bungalow at Nepean Sea Road which beiongs to 
him and the gross annual rateable value of which is Rs. 5,170 on which 
he pays Rs. 1.200 as Munioipal Taxes, Rs. 3i0 for ground rent, and 
Rs. 100 for insurance. . 

Suffered loss in speculation Rs. 9,000 

Prepare respective liabilities for assessment year 1948,49 of each 
of the above three partners of Income Tax and Supbr,Tax. 
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INOoME-TilX LAW & AOCOliNTB 


IJote ATQ aoi required io calculate Uie amount of 

oome.tax and Bupor.Taz payable bj the partnorr 

(ft. A. Cxani 1941 adapted) 


Solution 

Cuniput^ion uf Virni'a Total tnooiue 
Hei i’ru6t as per l*roUt and I«uss a/o 
Add Inadiiussible expendituru 


Rs. 

Becret Cumim&siuu oOOOO 

Alleraliun to Buildm^ 8.U0U 

Ro»erTO fur doubtful debts 11.000 

Uunatiuii tu war fund liOUO 

Inlerus* uiiCupiUI 1U.OUO 

PartutfsBahries 18,000 


lit 

2.26,000 


78,W)0 


lot*! liitMuie 3,04i500 


)^ote ia assumed tbal (a) one balf of the expenditure eu 
alterations and repairs to buddinga U capital expenditure and (b) the 
btaif IVoxident Fund is a recoitmieti one (o) )p*s ud aaio of motor car 
in ubviloscence toss and IS allowed assumintl tbe car la Used exolu. 
sisely fur business. 


DiaTRtBirriOM ok PROKITA BETWEEM PARTNEttt 



B 

M 

P 

Interest un Capital 

6,000 

J.500 

1000 

Balary 

9,000 

6,000 

3.000 

Balance 

9f4KK> 

92.000 

92,000 


Us 1.07A00 

1.01,50 b 

96,000 


STATEMENT OF a'3 TOTAL INCOME FOR 1948.49 


1 TaxFrea Intorestfr.mSecurities 

3 Income from BusinwA (M/S 3 M & P) 
d PiTidend (gros") 


Rs. 

4,000 

I. 07,000 

II. e3&6 


f _ Total lacume 

Less Lamed Income allowance 


4.000 
1>18,636 6 


Ezeiaptcd Itisesa 

Tax free Interest from Securities Ra 4000 

reb-ile of after allowing 
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STATEMENT OF M’s INCOME FOR 1 948-49 

Rh._ 

1. Busiue&s profits from a registered firm (M/s S M R) LOljSOO 
3- Business profits from an unregistered (M/s Gray & Co) 25)000 

Total Income ]j26)500 

Earned Income allovvanco j^OO 

Taxable income l)"2)w00 

Exempted Income Rs, 

1. Life lusuranco Premium 0)000 

2. Profits from an uiirogisteied 

firm (taxed) 25)000 

31,000 


He is liable to pay income-tax on Rs. 1)23,500 after allowing 
rebate of income-tax on Rs. 3 1,000 .at the average rate. 

He Will iiay su[)er>tax on Rs 1)01,500 because liis share ot 
profits in the unre gistored firm has already borne super.tax. 

STATEMENl' OF P'S INCOME FOR 1918,49 


J. Income from Property : — 


Rs. 

Annual value 


5,170 

Less 1/6 for repairs 

862 


Ground reut 

310 


Insurance 

100 

1,372 


?. Business Profits [M/s S M P,] 96,000 


Total Income 99,898 

Less Earned Income allowance 4,000 


Total Income 95,898 


He will pay Income Tax on. Rs. 95,898 and super.tax on 
Rs. 99,898. 

Note : — Speculation loss being casual loss, cannot be set oif 
against other income. 

Illustration 110 

The firm of X & Co., consists of two partners A and B. The 
partners share profits and losses in equal proportions. The firm 
of X and Co., is registered at Income Tax Office for the assessment 
year 1948-49. 

The assessable income of the firm of X & Go., for the year 
1948-49 based on the firm’s accounts for the year ended 31st March, 
1948, is fixed at Rs. 2,20,000. 
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1NOOME.TAX LAW &' AOUOUNTd 


TUe parlitura have uarnod profits aod buffered loj->o3 duriinj the 
year coded Ist March 1943i u under : 

Mr. A 

A. has suffered his half sh j'e u( loss of Us GrtlUd in an Unrc^is* 
tered firm of 2 & Co. 

Dividend Income Its. l(i>000 (Gross), 

Interest on Tax freo Ouvt. t>ecuriLios Us. I >>0U0 

A occupies a property which h«>luugs to lum and net rateaUa 
value of which is Its 8,0U0 

A Was a partner lu the bustnuss of M Co. and the pmtiis 
eanieil by the hriu of M AtCo fur the year ended 3lbt Marcb> I913i 
»rero Ha 84, DUO A receneit tn cash hw i bhare of profits of Rs. 4 ,001) 
from M A. Co. Un 17th June. 1948, the ilmi of U & Co. was converted 
lut'i a private luuiled Cuiiii<atiy called Malliew Ltd. on IHli Septem- 
ber, 1918 1 lie iiicutiie of tliu brill !iad been assessed after 15lh Sep- 

tember, 1918. 

Mr.B 


U has suffered loss of S8>3,000 m ootloD busmoM. Big a sharer 
of ^ pruOtb iQ the registered firm of II & Co, The assessable in- 
come uf H and Co for the assessment ye» 1948-49 baaed on the 
aoeounU for the year ended 31st Match, 1948, is &xed at Bn 84,000, 
Mr. 13 joiued the hru after 3Ut October, 1947 

Show the assebsaUe income of A and B for tho assessment year 
1948.49 and the various Items mduded m the total income that wiU 
be subjected to both looomc.taz and buper-Ux m the funds of A 
and B rest ectively. A and B lud been assossud for 194748 after 
l3lU March, 1948 


Do not calculato the amount of lucoiiie.tax and Super-Tax. 

IH A. Exam 1939 Adapted) 

A’s 8TATEMEST OF TOTAb ISOOflE 


L Interest on Tax free Securities 
2, Income from Broporty — 

AjiDual value Bs. 8,000 

Less J for repairs Bg. 1.^33 


3. Income from Business — - 

proat. i»X&Co.(nee„l,Mdam.) 
81iareofproab,iiMSiC».(Bwutnrf8no) 

4. Income from other sources 

Dividend (Oro-s) 


Bs. 

15.000 

6,667 

1 ^ 0,000 

■43,000 

10.000 


Eunrf 

Exempted Income — '^a*able Income 1,79,667 

Interest ou tax free sacuntieb Bs 15 000 
Mr. A will pay income lax on Bs i 79 hr.-, , 

»Kv 1.19.667 subject W a rd.ef on 
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exempted income of Rs. l"j>000 from tax free interest. He will of 
course get a credit of income-tax deducted at source from dividends. 
He will pay super.tax on Rs. 1,83,667. 

Note The firm of M & Company would be taxed as a regis- 
tered firm, because by doing so more tax would be recoveretl. 

3. It IS presumed that the firm & Co., have never been 
taxed under the Income T^ax Act, 1918. The profit or loss incurred 
after 31st ff March, 1948, from the busine.ss of Af & Co., will he taken 
into account in the assessment year 1949-30 

3 Mr A is not entitled to set off his sliare of lo.sa of Rs. 6,000 in 
an unregistered firm of Z & Co. 


B’S STATEMENT OF TOTAL INCOME 

Rs. 

Income from Business : — 

Share of profit in X and Co. (registered firm) l,l0,000 

Share of profit in H & Co. (registered firm) 5,000 

Loss in Cotton business — 5,000 


Total Income 1,10,0J0 

Less Earned income allowance 4,000 


Taxable income 1,06,000 


Mr B is liable to pay incomo.tax on Rs. 1,06,000 and .super.tax on 
Ba LIO.OOO;— 

Nocei Mr B is not entitled to full half sh'.re out of Rs. 24,000 
as he joined the firm on 3lst October, 1947 and will therefore get only 
Rs. 5,000 (24000 of 5/12 of h) as his share of profit for five months. 

liiuttration 111 


The Profit and Lass 

Account of Vikaji for the year 

ended 31st 

March, 1949, was as under 

; — 




Bs 


Rs. 

Salaries 

1,57,500 

Gross Profit 

3,57,000 

General charges 

4,500 

Bank Deposits Interest 1,-530 

Ground Rent 

SOO 

Dividends (Net) 

3,960 

Rates 

5,00i» 


Municipal tax on 




businesss Prcinise.s 

2.500 



Repairs to Premises 

3,75o 



Carriage 

7,010 



Advertising 

4,300 



Discounts and Bad Debts 

4.630 



Bad Debts Reserve 

1,350 



Subscriptions 

120 



Patent Royalties 

500 



Interest on Mortgage 

1,200 



Interest on Capital 

9,000 



Net Profit 

1,58,530 ' 




3>2,490 


, 3,62,490 
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After taking the following mformution into account you *ro 
rtauired to prepare computation of Vikajis a Eo^Mneat for the 

a^essment year you are not required to caMal© tlie amount 

of mcomo tax and euper.tax 

1 Sahfics include ns IftOODon a«ounto{ ViVojj’s 

2 Ooneral cUarg03mcluile» — , 

(j) Rs ^COltgalKiponsearo pUrflUaie of UusmosJi PreinUee; 

(h) Tls dGOUgalEipan«oero debt collecting aoil 

(c) R3.2l0lesttlE*peasesre cinployincnts with IraveUcrs 

d rbe buiinose promisee are owned by V ikaju 
4 Repairs to promises indudo Rs. 1»750 m respect o 
improvements 

0. Advertising comprifiee n*. ®ost of porraanent signs and 

Ks lidOO iQcertioQS la tr^e papers 

6 Subscription consisU of Its 30 to a local bospitaU Rs 40 
charity and Rs 30 to a trwlo association 

7 Vikaji created an irrevooible trust on Ist April* 1948 where, 
by ha setded shares of the value of Rs S.OOiOOO and a "house property 
of the value of Rs 3,00,000 the income of which is to goto bis wife 
for her Ilf® and after her death to Vikaji if he survived her The hu»t 
ineome was dividends gr ss Rs SO.OOO and property Income Rs 10,000 
At the date of Assessment for 1949.5> both the husband and wife are 
alive 

8 Vikap’s other Income was as fellows — > 

(ii) Loss 111 silver speculation (n Itoinliay 10 000 

lb) Business income on liaroiU Rtato not 

brotiglit <nt>i UnlKti India ^0 000 

(c) Dividend from Companies regi«tered '' 

la Hydoraliad State an 1 ill'll loited 

lliwe in a tiank 20.000 

(d) T.i>« 8 in Cottnn °i>eru)atioii In Indore 15,000 

Ue Paul Ufa insurance premium ammintiDg t»» Ri. 8,000 

(It A Vinal 1946) 

imputation of ViWaii'e loonne fmiu Business 4l.4i 

Net luofit 08 per PtQ(it&L<>H 1.53.530 

Add Inadniiasiblo l>ipen*^ea — . 

Bad debts lte,<etve 
liiterosl on capilat 
Pro| rUibir’s ealary 
Leg^ obarges r® piirobose of 
builnesa promme^ (capital) 

Adveriiilng (oo^t of aigni) 

Suti^criptuma 


J,150 
9 000 
16 000 

260 
I,** 50 
3,000 


Loss Income nut chargeable under this h«„l 
Dividends 


-itfl 

1,^9,980 

3.9C0 
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VIKAJI’S ASSESSMENT FOB 1949.50 


A. British Indian Income : — 

1. Income from Business 

2' Income from other sources 

(0) Dividend (Gross) 

(b) Wife’s Income ; — 

(1) from Propertv (taxable) 

(2) from Dividends 

(c) Loss in silver speculation 

10,000 

20,000 

Rs. 

1,86,020 

5,760 

30.000 

10.000 

B. Foreign Income : — 

Hnremitted State Income 

Less Loss in Indian State 

SOjOOO 

15,000 . 

2,31,780 

Less statutory allowance 

35,000 

4,500 

30,500 

Total Income 

Less Earned Income allowance 

2,42,280 

4,000 


Taxable Income 

2,38,280 

Exempted Income 

Life Insurance Premium 
TJnremitted Indian State Income 

Rs. 6,000 

30,500 



36,500 


Mr. Vikaji shall pay tax on Es. 2,38,280 after deducting there, 
from tax deducted at source on shares Rs 1,800 and a rebate of income 
tax on Life Insurance premium amounting to Rs, 6,000 and on un. 
remitted Indian State income at the average rate of tax. 

He will pay Super.Tax on Ks. 2,42,280 after deducting a rebate 
* of Super-Tax on unremitted Indian State income included in his 
tdotal Income. 

Note : — 

1. It is assumed 

(a) that the house and shares are transferred to the wife for 
no valuable consideration. 

(b) Income of wife from property is taxable. 

2. Subscriptions given to a local hospital and as charity are 

disallowed although they would have been allowed had they been 
given to some fund or institution established in India and recognized 
by the Central Government vide Section 15 B. ° 

3. Speculation is the usual course of Vikaji’s business. 

Illuttration 112 

From the following particulars furnished to srou by Mr. Ghosh 
you are required to prepare his assessment for Income-Tax and Super, 

32 



^50 INOOMEJA2 LAW & ACCOUNTS 

Tax stowing (a) His Total InoomOi (H Inomo liaMa to Inooma-Tax, 
(c) Income liable to Super-Tax 

He owns properly in Calcutta lUo toUl municipal rental value ol 
which IS Rs. 362,000. The rental vaiaa Includes the °* 

Rs. 2,00,000 in respect of hla residence which ho never lets out- 
Insurance premiums and ground rent paid during the yeM in respw 
of all the properties amounted to Us. 35,000 winch 
Rs 19,000 in respect of the residential properties. The ooUeotio 
charges amounted to Rs. 6,i 00. 

During the year 1947.48 to which these figures relate, horeo®^'''®^ 
the following sums s — 

Rs. 

Interest on Governtaont Seourities free of Income tax 58,000 
Interest from debtors (including Rs 18,000 from the 

Ghosh and Bose of which he is a partner sharing „a„aa 
half profits and losses) 36,000 

Fees as director 6,000 

Fees as Arbitrator (holding general appointment 
through Chamber of Commerci^ 6*60^ 

Commission as liquidator of a Joint Stock Co. 2,000 

Income as member of Hindu Joint family tO'OOO 

Dividend from Rational Eleotno Co Ltd (Ret) 

Debenture Interest at 6% Debontures Rs 3,00,000 m 
thftFitoxabad Glass Works 

Pension from Indore State S,000 

Examination fee (tom Calcutta University 2,100 

His banker charged Rs 40,000 interest on overdraft on the 
security of lovestmeat purchased by him from the Bank overdraft 
The firm of Ghosh and Bose js a registered Oria ooasisting of 
two partners Mr Ghosh and Mr. Bobo, The Profit and Loss Account 
the firm for the year ended 31st March, 1948, stood as follows 

T QroBB Profit 64,000 

I Interest 16,000 

Interest on Oovt. 
securities free of 
Income-Tax 20,000 


To Salary and wages 15,000 

>, Rent 8d)00 

„ Office Expenses 3,000 

ii-^aitner'e Remuneration : — 

Ghosh 8,000 

^ Bose * U,000 

„-wIntereston Mr. Ghosh 
. Loan a/o 12,000 

,,^lDtero8taa capital 

Mr. Ghosh COqO 

Mr, Bose 10,000 

„ Traveume expenses of 

Partners (not busmess) 10.000 
„ Bad debts wntten oH 4,000 


, Balance being profit 
Ohosh 6.000 

Bose 6,000 
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It is to be noted that the firm is not assessed but the partners’ 
respective income is included in their Individual assessments. 

Mr. Ghosh pays an annual premimn of Rs. lOiOOO on his life 
policies. 

[E. A. 1938 Adapted] 


Solution 

Computation of the Taxable income of the firm Rs. 

Net Profit as per Profit & Loss Account ... 12,000 

Add : — Rs. 

Partner’s Remuneration 20,000 

Interest on Capital ... 16,000 

Travelling Expenses of Partners 10,000 

Interest on loan 12,000 58,000 


70,000 

Less Tax free Interest 20,000 


Taxable Income 50,000 


distribution of profits between the partners 



Ghosh 

Bose 


Rs. 

Rs. 

Salary 

8,000 

l/,000 

Interest 

18,000 

10,000 

Balance 

1,000 

1,000 

Tax free Interest on 

27,000 

23,000 

securities 

10,000 

10,000 


37,000 

33,000 


assessment of GHOSH FOR 1948.49 

1. Income from securities : — 

Rs. 3,00,000, 6% Debentures in the Firoiabad 


Glass Works 

• •• 

18,000 

Tax free securities : — 

(a) Government securities ... 

(b) Securities from the firm 

58.000 

10.000 

68,000 


Less Interest on loan to pur- 

chase these securities 

40,000 

28,000 

2. Income from Property*’ (taxable) 


1,13,221 

3. Business profits from Registered firm 

• •• 

27,000 

4. Income from other sources i — 

Interest from Debtors 


18,000 

Director’s fees 

**• 

6,000 

Arbitrator’s fees 

• •• 

5,000 
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1H00ME.TAI LAW & ACC00KT3 


Commuslon 
Diridend (Qross) 

Pension from Indore St&te 
Examiner’s Ilemunoration 


Total Income 2>30i64S.4>0 

Earned Income nllowanco 4>000^'0 


Taxable Income 


Exempted Income — 

1 Life Insurance Premium 

2 Tax free Interest 


Ue will P &7 Income Tax on Rs l,92}64S-4 at the average rate 
applicable to Rs. 2,26 648U 0 

Be will pay Super.Tax on Rs> 2^0,648 4.o 
Bote — ^Taxable Income from property has been ascertained as 
under 

Its. Rs. 

Annnal valne of Property let L62,00(> 

Less AdnussiUe allowaaces — 

lU 

1/6 Rapaurs 27.000 

Insutanoe 6 e ground rent 16.000 
Colleotion oh^es 6^00 49.000 


Annual value of property oocupiod 
I/IO 12,30, «7+lx-i x-19000 
orx-^x+2lU211-Rs 23A>55 
or ms 230,437—15,0001 of Vo of 
u/lll 

Less allowances — ' 

l/Srepairs 3.844 

Insurance and ground rent 19,000 


49,000 

1,13,000 

23,065 


Total Taxable Income from property 
Illiutratioa 113 

A, an ordinary resident, makes a return of his 
year ended 3lst March, 1947, as foUowa — 

Rs 

Salary 

Dividend from a tea oompany, 
assessed on 40% of its profits 
m December, 1946, certificate 
under section 20 produced. 

Doss frmn specolatioa fausmesa 
discontinued in January, 1946, 
determined m his assessment 
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for 1946. 47 as under : 

Speculation loss 

Less salary and property incomes 
of the year ended 3lst March, 
1946, set off 

Total Income 


40,000 


36,000 


4,« 00 
34,000 


Insurance Premiums [Receipts produced] Rs. 3,000. 

On enquiry the assossoe supplied the following information 

[a] Monthly salary Rs. 3,000. The assessee was on leave for 
four months ex India and out of four months’ leave salary at the rate 
of Rs. 3,000 per month two months’ leave salary was drawn ex-India, 
the balance being drawn in British India on return from leave during 
the following year. 

[b] The dividend income of Rs. 6,000 represents the amount 
declared by the company in favour of the assesses, but 60% of the 
company’s income was derived from agricultxire. 

[c] One-fourth of the assessee’s hou.se property is reserved for 

his own occupation. The correct rental value of the other part of 
the house is Rs. 4,800 but the assessee’s agent charges o pe^sixt h of 
the rent as his commission. ' ^"3 - 

[d] The particulars of/his insurance policies are : — 

[i] Endownment policy on the life of his wife, capital sum 
assured Es. 10,000 premium Rs. 2,000 ; 

[j'i] WholeJife policy on his own life, capital sum assured 
Rs. 10,000 premium Rs. 500. 

liiij Marriage Endowment policy for -daughter Rs. 5,000 
payable on the happening of the marriage, but not 
otherwise, premium Rs. 500. 

Determine the Total income of the assessee and his exempted 
income for the assessment year 1947-48. 

[Income-Tax Departmental Exam. 1944] 


STATEMENT OF TOTAL INCOME 


1. Income from Salary 

2. Income from Property : — 

Lot 

Rs. 

Annual letting value 4,800 
Less allowable expenses •• — 

Rs. 

1/6 for repairs 800 

Collection charges 

6% 288 
1,088 


Rs. 

36.000 


Occupied 

Bs. 

1,601 


3. Income from other Sources : — 
Dividend from Tea Company 


Total Income 


47,902 
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He. 

500 

1,000 

500 

2,000 


Exempted Income 

1 Insurance Protnlum on his Ufa 

2 Ittsuranoo Promium on wife’s life Il/lO of the capital 
sum assurodl 

3. Insurance Premium on his daughter’s endowment 
marriage policy 

Its.^ ^ 

>^o(e 1 A Will pay tax on liis salary msome for the full 
twelve months. 

2 The loss from speculation Will not be allowed tube set oil 
from other incomes as the speculation hunnoas has been discontinued. 

A TKW QUERIES AMD TUEIR AJfSWEIlS 
Querj No 1. The machinery in a company is not worhod for 
full 12 mon^. Is the depreciation available to the company for full 
12 months or for the period during which the machinery is worked t 
Kroly. The depreciation allowance is admissible under section 
10 >2) (VI) irrespective of the loss or profit in the business, The 
criterion to be looked to la that the machinery should have been 
'used* for the rurpoiei of biiimess and that bnsino&s should have tipo 
facto been carried on during the account year. Consequently tne 
company la entitled to full depreciation. (1937 l.T.U.62i), Ce. for one 
year m spite of the fact that the trading activities lasted for a period 
of less than one year (Motor and Qenerai Stores Case 1946 I. T R. I30 
and Sochana & Sons Case 1946 1. T. R , 106) 

Query No. 2. In 1947-43 assessment the net amount of los* 
under the head “capital gams” 18 dctennincd at Rs. 22,000 In the 
next year after settmg oO thie loss aeamst capital gams the unabsorb- 
ed loss comes to Ra 12,000 which ib lose then Ra. 15,000 Shall this 
loss be carried forward to be set off m subsequent year or years f 

Beply. The brought forward loss of Rs 12,00® thounh less 
forward un^ section 

24 (2) B Client loss of l^ss than Rs 15.000 cannot be 
forward as the current MpiW g in of le^s than Rs 15.000 m not 
« IS » los* ot more tin 

Rs. 15,OJO 'lo^r the head capiUl gams w oarriod forward it shall no 

Account s — “ “ .uois 

(a) Preliminary Expenses 

(b) Brokerage on sale of shacas. 

(c) Trials and Experiments. 

(d) Deferred Revenue Expenditure. 

Will the above items bo allowed br the T„.. m 
or will there be any portion out of any of thA^aS^® Department 
be allowed as deduction. ' ^wvo items which will 



double taxation 


255 


Beply. (a) Prsliminars Expanses. These involve acquisition 
of a capital asset and either result in the coming into being of a 
business itself or of its improvement or its expansion. According to 
Vicount Gave L. 0., such expenses are of a capital nature and thus 
inadmissible (10 T. C. 155). 

(b) BroUara;?e. Expenditure incurred under this head for the 
purchase and sale of 'trading’ goods is an admissible deduction under 
section 10 (2) (XV) but any expenditure incurred in the purchase 
or sale of capital assets would be inadmissible. 

(c) Trials & Experiments. The Government of India have 
recently amended the Act to the effect that any sum paid to a scienti- 
fic research association having as its objects the undertaking of 
scientific research related to the class of business carried on by the 
assessee and auy sum paid to a University or other institution to be 
used for such scientific research would be an admissible deduction, 
A fortrio, any expenditure incurred by the assessee himself for such 
purposes during the course of carrying on the business will be an 
admissible deduction provided the expenditure is not for exploring a 
new business or rights. 

(d) Deferred ttevenae Expeudftare. The admissibility of these 
expenses depends upon the basis of the accounts maintained. If-the 
basis is cash system they are to be allowed in the year of expenditure. 
If it is mercintilO) the expenditure is to be allowed in the year to which 
it actually relates provided the expenditure is admissible otherwise. 

Query No. 4. Will ‘Premium received on issue of shares’ come 
under the purview of capital gains ? 

Reply. A receipt can only be chargeable as ‘capital gains’ 
where there is a sale exchange or transfer of capital asset. Premium 
received on issue of share capital will not be chargeable because there 
is no sale, exchange or transfer of a capital a'^set. 

Query No . 5. X is a reside.it and ordinarily resident in British 
India. Besides other income he had mcome of Es . 20,000 from land 
not so far assessed to land revenue in British India. In the period 
ending 31-3.47 he sold his agricultural land which he had purchased 
some five years a io at a profit of Es. 25,000. Will this profit be taxable 
as ‘capital gains’ ? 

lieply. “Capital asset” was defined by section 2 (4A) as a 
result of Income tax and Excess Profits Tax (Amendment) Act, 1947, 
as property of any kind (other than agricultural land) hold by an 
assessee whether or not connected with his profession, business or 
vocation. 

The effect of using the words ‘other than agricultural land’ was 
that any capital gains arising from the sale, exchange or transfer of 
any agricultural laud situated in the province of Indian Was made 
exempt from capital gains tax but the definition as. it stood also 
exempted “capital gains” made out of sale, exchange or transfer of 
any agricultural land situated in an Indian State although such an 
income in the case of a residenl^was not exempted from tax. 

The Income-tax and Business Profits Tax (Amendment) Act 
1947 has amended the definition of capital asset as property of any 
kind other than any land from which the income derived by the 
assessee is agricultural income. 
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Underthe amended dcflnilio“ though agrusnllaral 

vrassitaated outside India and ‘ income derived ffo™ thj laim ww 
not exempt as agricultural ine<Hne — the resoUing profit of lls *o»OuU 
will be ^rgeable to capital gams tax. 

Qaerj 6. Suppose the total income of a compaa7 1* 4,0(J,0M 

including one lakh of capital gains. How would the tax payable 
(mcluding capital gams tax) be calculated t 

Reply. The law on the point is continued in section 12 (b) (7) 
as uadep— 

“Where the total moomo <rf a company Includes any income 
chargeab'e under the head 'capital gams' the supertax payable by tli* 
company In any year shall be reduced by an amount computed ^ 
that part of its total Income which consists of such indusion at the 
rate of BUper.taz {excluding at the rata of additional Buper.tax u 
any) specified m the case of a company by the Annual Act of the 
Central Legifilature fixmg the rate or rates of tax for that year*. 

The result is that m case of a oiKnpaoy capital gams are liable 
to fuU meome.taxat the maximum rate. Super.taz will also be 
ch^eaUe but an abatement shall be allowed on capital gains at the 
super Jax rate. 

Thus the total tax payable by the company for 1947.43 wmtld be 
as follows — 

Inaome.tax at 5 annas on 4 Lakhs Rs. 1>2$^00 

Super.tax at 1 annas on 4 lakhs SOtCW 

Total "l^OO 

Abatement on capital guns of Bs. liOO.ODO 
at annas 2 which Is the company rata of super.tax 12.500 

llet.lnoome.Tax and Super.Tax Payable 1,62.500 

Ha. 1^5.000 Ineomo.Tax 
Ra. 37A00 Supertax 

1.62.500 

Similarly the tax for 1946.49 may bo calculated 


Nole —The page number mentioned ijter each Question mdU 
cates where answer of the iinestloa wiU be found. 

1. Rrielly state the digerenoe between the foUowmg — 

(a) Ocigmal Oort System and Written I>own Va3„« , 

.Jib) Taxation of Registered firm and Unregistered fifi^ 

(c) Treatment of ‘ReoognUed Provident ^^^*^7 

niied Provident Fund’ j Fuad and TJnreoog. 

_J[d| Assessment of ‘Resident’ and 'IfoQ.TasK! .• ^<tSa 55.59 

uteat oss^ees ; 


Page 24. 
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(e) Effect of ‘Pablio Notice’ under sec. 33 [11 and ‘Individual 
Notice’ under sec. 22 (2)} of Indian Income Tux Act for Return of 
Income. Page 168 

2. Write short notes on the following 

(a.) Assessment of local authority ; (b) Appellulo Tnbunal its 
constitution and function ; (o) Obsolescence allowance ; (d) Super tax ; 
(e) ^tra shift allowance. Page 136, 34, 83, 156, 83 

Write short notes on the followiiig and illustrate your 
answers by suitable examples 

'^a) Agricultural income ; (b) Previous year ; (c) Registered firm ; 
(d) Recognized Provident Fund ; Co) Double Inc ame tax relief ; 

Casual income ; 'g) Unabsorbed depreciation , (h) Set off of losses ; 
v(i) Refund of tax. Pages 9, 29, 136, 56, 177, 8, 83, 118, 119 

K/i". Define Total Income and Total World Income in connexion 
with Income Tax Law Page 6 

5. The Indian Income Tax Act confers absolute exemption in 

reapat-ti oi var.' 0 'ca?> whila s>oraa,^m'ac.'Hi'5>s. In. tntd. 

income for determining the rate only. Explain these provisions fully. 

Pages 7.18 

6. What relief from Income t.rx is allowed in respect of life 
insurance premium and provident fund contributions and interest 
thereon and how is the ainouat of such) relief calculated ? Pages 5o»60 

7. Under section 3 of Indian Income Tax Act the assessment for 
any year is to be made on the income, profits, and gains of the previous 
year. Are there any exceptions to this rule? If so what ? Pages 153-154 

8. Define the term Written Down value used in connexion with 

depreciation for inooino-tax purposes. Page 81 

9. The Indian Income Tax Act has divided the tax payers into 
three distinct c ’.tevorie.s. vis;, (a) Resident and ordinarily resident in 
British India ; lb) Resident but not ordinarily resident in British India, 
(c) Non-resident in British India. Explain fully the basis of determining 
the above in case of an individual, firm, Hindu undivided family and 
company, and point out the difference in their tax liability. Pages 19-27 

10. What do you understand by the terra ‘Earned Income’ ? 

Who was entitled to the earned income relief in the income-tax 
assessment for 1945-46, and to what extent ? Explain the admissibility 
of the earned incime relief to an individual, a Hindu undivided family, 
a company, a registered firm and an unregistered firms. Illustrate 
your answer by suitable illustrations. Pages 35.39 

11. The income accruing or arising in Indian State has been 

exempted from income tax with effect from the assessment for the 
year 1942-43. State clearly the nature of this exemption and point out 
the difference in the treatment of the Income accruing and arising 
in an Indian State and in other foreign countries. Pages 43.49 

12. In what circumstances are the following items allowed 

as a deduction in computing the taxable income from business : 
(ai Repairs, (b) Insuranoo Premiuni, (c) Interest, (d) Legal charges 
(e) Depreciation of investments ? Pages 79-84 

13. The managing agents of a company ask you to compute 
the company’s income for 1946 for the purpose of filling in the 

33 
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prescnlcd return of incoiio to bo filed with laoxna Tax Officer, 
explain cloariy, wjtb a Pro/orrm» Profit sad Loss Account, baw 70^ 
would proceed to do so. p^g^s 79^4 


Would proceed to do so. p^ggf 73^4 

, allowed to a buslnoismaa in oaicpot. 

iDg the profits 7 bpooiff the expenses diiaiJowed. /’a£C» "3^1 

.!.xRr.i?‘. meintng of the form ‘DittdenT « 

the assessment of dividend lammA Page lO# 


lucMiue. tage iw» 

the term 'Dcpreciatioa’t 

»l»en, and to wl^t extent 
depreciattoa in anj 

fiinl .lit.’”?' of losses? Explain the prom^a 

of in?hl ^“'=0°* Amendment Act 

01 in iho matter of depreciation allowance. Pascj 81.S1 

or a mino?"^''ild”!l/ * 'tl'** cireumsUncca can the income of the wife 

ear{ier:rcoJre J 

U1 .‘“'.""‘'’“'“''‘•"‘““Of >»«>m.. ,at.lS8 

^ed for by the InwmeTaxoScer'to ®'ber documents 

return of income. to verify the oorroctness of the 

ProSl*. .nd k»Im 

(d Coo«.|,ng til, • 

1. Th. i-“'',‘“”‘“'’“^““"™>“loI tax 

■v/ 20 . Writs* cl. . and other 

--^1 Wx,. ^“'“"’■’"•'’'“"“‘-“fTxxx.SoiSr^-'™ 

forW .1 L....,.V'S. “‘f. “.JIJHV 

“f i“dtar’i.“’-“'>- 

for ‘Advance payment of^com*^a,^®*l^eat Act, 

•Pay as you earn scheme.* Di^ tlV'“Sdowa P«>^'de 3 

this scheme. *«»« bneay the ^ caUed 

features of 
ragei 121.1S4 
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FINANCE ACT 1949 

INCOME TAX & STJPER.TAX 

(1) Subjecf: to the provision'? of Sub.Sections (3), (4), (5) and (6) 
for the year beginning on the 1st day of Appil> 1949, — 

(a) income-tax shall be charged at the rates specified in part I 
of the third Schedule, and 

(b) rates of Super.Tax shall, for the purposes of Section 55 of the 
Income-Tax Act, be those specified in part II of the third schedule. 

(2) In making any assessment for the year ending on the 31st 
day of March, 1950, there shall be deducted from the total income of 
an assessee, in accordance with the provisions of Section 15 A of the 
Income Tax Act, an amount equal to one fifth of the earned income, 
if any, included in his tot income, but not exceeding in any case 
four thousand rupees. 

(3) In making any assessment for the year ending on the 3lst 
day of March, 1950, — 

(a) where the total income of an assessee, not being a company, 
includes any income chargeable under the head ‘salaries' as reduced 
by the deduction for earned income appropriate thereto, or any income 
chargeable under the head, "Interest on securities,” or any income 
from dividends in respect of which he is deemed under Section 49B 
of the Income Tax Act to have paid income-tax imposed in British India, 
the income-tax payable by the assessee on that part of his total Income 
which consists of such, inclusions shall be an amount bearing to the 
total amount of income tax payable according to the rates applicable 
under the operation of the Indian Finance Act, 1948, on his total 
income the same proportion as the amount of such inclusions bears 
to his total income ; 

(b) where the total income of an assessee not being a company 
includes any income chargeable under the head ‘'salaries” on which 
super tax has been or might have been deducted underUhe provisions 
of Sub-Section (2) of Section 18 of the Income Tax Act, the super tax 
payable by the assessee on that portion of his total ino fme which 
consists of such inclusion shall be an amount bearing to the total 
amount of super.tax payable, according to the rates applicable under 
the operation of the Indian Finance Act, 1948, on his total income 
the same proportion as the amount of such inclusion bears to his 
total income. 

4. In making any assessment for the year ending on the 3lst 
day of March, 1950, whore the total income of an assessee consists 
partly of earned income and partly of unearned income, the super.tax 
payable by him shall be — 

(i) on that part of the earned income chargeable under the head 
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.. . 1 1 ». rUusa (b) of Sub-Seot on (3) applies, tho omouat 

S 5 rr!tax coSS^naccardancowaUU^ provisions of that sub. 

Section, plus jjjp amount vrhi^ 

(u) oatherem^J^^of guper.Taiwh.ch would have been pay. 

boars to tho total a mcomo the 

°°™ort.on “ >»“• ^ 

fltil on Iho uneitncd inoomo. the amount wluoli bears to ® 
S!ioun° of Buper.tax which would have been 

had It ooa,>!t<d -tall, ot joearntd .n.jnw tho same 

proportion as the unearned Inooma boars to hU total moonie 

(5» In malting any assosanont for the year endms on the 31a 

day of March, 1950— 

(al whero the total income of a company includes any pronw 
and sains from life insurance business, tho super tax otherwise 
navahle by the ooinpany on tho whole of such total tncoino shall ho 
reduced by an amount winch bojrs to that siipeKtax tho same 
proportion os the amount of such Inclusion bears to his total tnoome 
or by an amount computed at the rate of two annas m the rupee on 
the amount of such mduslon, whichever is less ; 

(b) where the total inoome of an assessee, not being a company, 
moludee any profits and gains from life insurance business the income 
tax and supertax payable by the assesses on that part of his total 
Income which oonsists of suoh inclusion shall he an amount bearing 
to the total amount of such taxes payable a'oording to the rates 
epplicahle under the operation of the Indian Finance Act. 1949, on 
hU total mcome the same proportion as the amount of eucli Inclusion 
bears to his total inoome, so however that the nguregate of the taxes 
eo computed in respect of such molusioo shall not ID any case exceed 
the amount of tax payable on such inclusion at the rate of five 
annas in the rupee 

(C) In cases to which sea 17 of the Inoome Tax Act applies the 
tax chargeable shall be determined as provided in that section, but 
with reference to tbe rates imposed by Bub.section (1), and in accord, 
ance, where applicable, With tho provisions of 8Ub.seotion8 (3), and 
(5) of this section. 

(7)* For the purposes of making any deduction of income.tax In 
the year beginning on Uie 1st day of April, 1949, under 8Ub.seotioa (2) 
or aub-seotion (215) of section 18 of the Incoine.rax Act from any 
earned income chargeable under the head 'salaries’, the estimated total 
income of tho assessee under this bead shall, in computing the inoome 
tax to be deduo^, be reduced by an amount equal to one.ftfth of such 
earned income but not exceeding in any case four thousand rupees, 
but n® abatement shall bo allowed by the person reap neible for 
paying the saWymr^ect of any donations made by the assesseato 
which Fee lo B of the Income-Tax Act is or may be applicable 

(8) For the purposes of this eectlon and of thn r.f e *. 
imlio^ed thereby, the expression "total meW’ means 1 
« determined for the purposes ot incomeTax oTsunart^ TAh! 
case may be, in accordance with the provisions of 
Act, and the expression "earned mewna" has thn Income.Tar 

to^t In clause (6AA) of section t of th^t Act meaning assigned 
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BEASBESSMENT of SDPIB-TAX IN THE CASE OF CERTAIN COIIPANIES 

10. U) No twithstandlug anything contained in sub- section (1) 
of seo (O' or paragraph U of part H of the Second Schedule to the 
Indian Ninance Act 1948, the rate of super-tax for the purposes of 
sec. 55 of the Income-tax and for the year beginning on the 1st day 
of April, 19^8 shall be four annas per rupee of the total income in 
the case of any company not entitled to the rebate allowed by the 
proviso to paragraph D of part II of the Second Schedule to the 
Indian Finance Act, 1948, unless it was— 

(a) Public company whose shares were offered for sale in a 
recognized Stock Exchange at any time during the previous year, or 
(h) a company all of whose shares were held at the end of the 
previous year by one or more such public companies aforeside 

(2) For the "purposes of sub.section il'h a company shall be 
deemed to be a public company only if it is neither a private company 
within the meaning of the Indian Companies Act 1913, nor a company 
in which sh u’es carrying more than fifty percent of the total voting 
power were, at any time during the previous year, held or controlled 
byles than six persons. 

(3) whore the assessment for the year beginning on the lot day 
of April, 1948 has been made before the commencement of this Act in 
respect of any o:)mpany to which sub.section (1) ot this section applies 
it shall be revised by the Income Tax Officer so as to give effect to 
the provisions of that sub-section, 

THE THIBD SCHEDULE 

(See Section g) 

Part I 

“■ Rates of Income-tax 


A. In the case of every individual, Hindu undivided family, 
unregistered firm and other association of i ersous, not being a case 
to which pa’^agraph B or G of this pact applies. 


1 . 

2 . 

3. 

4 

5 


Rate 


On the first Rs. 1,500 of total income... Nil 

On the next Rs, 3,500 of total income.. .Nine pies in the 

rupee 

On the next Rs, 5,000 of total income . One anna and nine 


On the next Rs. 5,000 of total 
On the balance of total income 
Provided that — 


pies in the rupee, 
income.. .Three and a half 
annas in the rupee. 
...Five annas in the 
rupee. 


(i) No income-tax shall be payable on the total income whic'i 
before deduction of the allowance, if any, for earned income does not 
exceed the iiintt specified below ; mcome uoes not 

(u) The income-tax payable shall in no cose exceed half th« 
amount by which the total Income (before deduction of the said 
allowance, if any for earned income) exceeds the said St 
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(jiO Tlie tnoome.tax payable on tU« total moome as roducol by 
tho allowance for earned Inoomo sbolt not exceed either 

(a) A sum bearing to half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds the 
said limit the same proportion as such rolucci total income bears w 
the unreduced total incomoj oti 

(b) Tho income-tax payable on the income so rctluccd at tho 
rates specified, whichever Is loss. 

Tho limit reforrol to in the above proviso shall bo 

(0 Rs 5,000 in the case of every Hindu undivided family which 
satisfies at the end of tho previous year otlhcr of tho foltowing 
conditions namely : 

(a) That it lias fitleast two members ootiUod to a share on par* 
titiou who are not leas than 18 years of age ; or. 


(b) That it has atleast two members entitled to a share on par. 
tition neither of whom la a lineal descendant of the other and both of 
whom ate not lineally descended from any other living member of 
the family, and 

(«) Rs. 3i000 in every other cwc. 

B. In the case of every company— 

Rate 


On the whole of total lucome ?lve annas in tho rupee 


Provided that m the case of an Indian company— 

(0 Where the total iacome> as reduced by «eveQ annas ‘In the 
rupee and bv the amounb if any, exempt from income tax exceeds 
the amount ^ any dividends (melading dividends payable at a fixed 
rate) declared In respect of the whole or part of the previous year 
lor the a^seesment ending on the 31st day of March, 150 and no 
order has been made under sub-seotion (1) of section 23 A of the 
Income-tax Acti a rebate shall be allowed at the rate of one anna per 
rupee on the amount of snob excess. 

(u) Where the amount of dlvidende referred to in clause (il 
above exceeds the total income os reduced by seven annas in the rupee 
and by the amount, if any, exempt from income-tax there shill bo 
charged ou the total income an additional Inoome.taz equal to the 
Bum if any, by which Ae aggregate amount of inoome.tar actuallv 
borne by suchex^oess iheremi^ter referred to as “the excess dividend”) 
falls short of the amount calculated at the rate of five annas per 
rupee on the excess dividend. ^ 

For the purposes of the above proviso, the expression “dividend” 
shall have tee meaning assigned to it m clause (6 A of section 2 of 
the Income Tax Act, but any distribution included in that eiorossinn 

made durmg the y ear ending on the Slat day of March, 1950? shall 
be deemed to be a dividend declared in r.speet of 

of the previous year. or part 

For the pmposes of clause (.i) of tho above ii. 

sale amount of income tax actually borne hv iho ‘^Spre. 

shall be deterramed as follows — . y o excess dividend 

„ »' «■» 
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to cover tb-o amount of the excess dividend and as have not likewise 
bean taken into account to cover an excess dividend ox a preced- 
ing year ; 

(ii) Such portion of the excess dividend as is deemed to be out 
of the undistributed profits of each of the said years shall be deemed 
to have borne tax. 

(a) If an order has been made under sub,Section (1) of section 
23A of the Income-tax Act> in respect of the undistributed profits of 
that year, at the rate of five annas in the rupee, and 

(b) In respect of any other year, at the rate applicable to the total 
income of the company, for that year reduced by the rate at which, 
rebate, if any, was allowed on the undistributed profits. 

(c) In the case of ovary local authority and in every case in 
which, under the provisions of the Income-tax Act, income-tax is to 
be charged at the maximum rate — ■ 

On the whole of Total income Rate 

Five annas in the rupee 


Part II 

RATES OF SUPER.TAX 

A. In tbe case of every individual, Hindu undivided family, 
unregistered firm and other association of persons, not being a case to 
which any other paragraph of this part applies — 

Rate if Income 
wholly earned 
Nil 


2 . 

3. 

4. 

5. 

6 . 


8 . 


On the first Rs. 2f,000 
on total income 
On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 

On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 
On the next Rs. 15,000 
of total income 

On the next Rs 50,6"00 
of total income 
On the next Rs. 1,00,000 
of total income 


Rate if income 
wholly unearned 
Nil 


Two annas in the 
rupee 

Three annas in the 


rupee 

Five annas in 
rupee 

Six annas 
rupee 

Six and a 
annas in 


in 


the 

the 

half 

the 


Three annas in the 
rupee 

Four and a 
annas iu 
rupee 

Six annas 
rupee 

Seven annas 
rupee 

Eight annas 
rupee 


half 

the 


in the 


in 


m 


the 

the 


rupee - 

Seven annas in the 
rupee 

Eight annas in the 
rupee 


9. 


On the next Us. 1,00,000 Eight and a half 
of t Jtal income 


annas in the 


10. On the balance of 
income 


rupee 

total Nine annas m 
rupee 


the 


Nine annas 
rupee 
Nine and 
annas 
rupee 
Ten annas 
rupee 

Ten annas 
rupee 


in 


a 

in 


m 


in 


tlie 

half 

the 

the 


the 



264 


tNOOUr-TAX LXW &. ACOOUMTS 


D In lUo case of ©very local aulbonty— 

ItaW 

On the whole.of total mcojio Twoannas iathorupoo 

C In the case of an a'sociatioq of por-ons being a CooPeraUve 
bocioty (other than the SinikaltaJjaltoWnors* Soo oty in the Uombay 

rro\irvoe'> tot Vho Utne bo ag tegistetcd andct tho Cooperative 
Societies Act 1912, or under an A6t of a Provincial Lcgi«aturo 
governing tua registration of Cooperative Societies - 


1. On the first Its 25,000 of total income 
2 On the balance of total income 

D In the case of every Cempaay — 

On the whole of total income 


Provided that — 

(i) a rebate at the rate three a 
income shall be allowed m the case of an 


Nil 

Two annas in tho 
rupco 

Hate 

Four annas in tho 
nipoo 


las per rupee of tho toial 
r company which— 


(a) m respect of its profits liable to tax under tho Ineome.tex 
Act for tho year ending on tho 31st day of March, 19o0, has made tho 
prescribed arrangements for the declaration and payment m the 
provinces of the dividend payable out of such profits and for the 
deduction of Supar.tax from dividends in accordanoe with tho provi. 
Bvons of aub<Section (3D) or (3Ci of Section IS of that Act, and 

(b) IS a public company with total income not exceeding 
Hb. 23,000 

(ti) a rebate at the rate of two annas per rupee of the total 
income shall be allowed in the case of any Company which satisfies 
conditiou (a) hut not oooditioa (b' ot the preced ng clause ; and 

(ill) a rebate at the rale of one anna per rupee of the t-atal 
income shaU be allowed in the case of any Company which notboiuj 
entitled to a rebate under either of the preceding cluue, is — 

(a) a public Company whose shsres were ofiored for sale in a 
recognued etoeb exchange at any tune during the previous year, or 

(b) a Company all of whose shares were held at the end of the 
pievioaa yoai by one or morn such pubUn companies as af oresa 4 1 

Provided further that the Super^tax Payable by a Company the 
total inocoio of which exceeds Us 25,000 shall not exce^ the aggre. 
gate of — 

(a) the Super tax whici would have been payable by the Com- 
pany if ita total incooie liai) been Its 23,000 and 

(b) half the amount by whudi its total income exceeds Rs 25,000. 

Explanation —-For the purposes of this paragraph of this part, a 

Company shall be deemed to be apnUic Company only if it is neither 
^ t'*‘vate Company withmthe meaning of the Indian Companies Act 
1913 nor a Company in winch shares carrying more than fifty P®v 
cent of the total voting power were, nt any time during the previous 
year, held or controlled by less than sac persons 



APPENDIX II 


FUSTANGE ACT, 1948 

INCOME-TAX & SUPER-TAX. 

(1) Subject to the provisions of sub.sections (3), (4), (5) and (6), 
for the year beginning on the 1st day of April, 1948 — 

(q) income-tax shall be charged at the rates specified in part I 
of the Second Schedule to this Act, and 

(b) rates of Super-Tax shall, for the purposes of section 55 of 
the Indian Income-Tax Act, 1922 (hereafter ip this Section referred to 
as ‘‘the Income Tax Act”) be those specified in part II of the Second 
Schedule to this Act. 

(2) In making any assessment for the year ending on the 31st 
day of March, 1949, there shall bo deducted from the total income of an 
assessee, in accordance with the provisions of section 15A of 'the Income 
Tax Act, an amount equal to one-fifth of the earned income, if any, 
included in his total income, but not exceeding in any case four 
'thousand rupees. 

(3) In making any assessment for the year ending on the 3lst 
day of March, 1949. 

(a) where the total income of an assesses, not being a company; 
includes any income chargeable under the head “Salaries” as reduced 
by the deduction for earned income appropriate thereto, or any income 
chargeable under the head “Interest on Securities”, or any income 
from dividends in respect of which he is deemed under section 49B 
of the Income-Tax Act to h ‘.ve paid income.tax imposed in British 
India, the income tax, payable by the assessee on that part of his total 
income which consists of such inclusions shall be an amount bearing 
to the total amount of income-tax payable according to the rates 
applicable under the opeiation of the Indian Finance Act, 1947, on 
his total income the same proportion as the amount of such inclusions 
bears to his total income ; 

(b) where the total income of an assessee, not being a company 
includes any income chargeable under the head “Salaries” on which 
super-tax has been or might have been deducted under the provisions 
•)f sub-section (2) of section 18 of the Income.'J’ax Act, the super-tax 
payable by the assessee on that portion of his total income which 
consists of such inclusion shall be an amount bearing to the total 
amount of super-tax payable, according to the rates applicable under 
the operation the Indian Finance Act, 1947, on his total income the 
same proportion as the amount of such inclusion bears to his total 
income. 

(4) In making any assessment for the year ending on the 31st 
day of March, 1949, where the total income of an assessee consists 
partly of earned income and partly of unearned income the super-tax 
payable by him shall be — 

34 
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(() oa that part of tho earned inconio diargeaWo unief 
“Salaries” to whicKcliOgeCb) of eib-scction (J) appl'es 
of RUper.tax oompiited in accordance with the provisions of t i 
Section, plus 

(ii) on the remainder of th> oarntd mcomd, the anwunt ^ ® 
bears to the total amoant of super tax which ^ould have ^ . 

on his total mcomehad it consisted whotty of eatned inoomo 

proportion as such romainder bear» to hi9 totat income, pins 

(ill) on the unearned uicome> tho amount which bearsto e o 
amoant of super4ax which would tuvo been payable o 
income hid it consisted wholly of nnoarned income the fame p op » 
tion as tho unearned income bears lo his total income. 

(5) In niah'.agaay a«scssnxeat for year ending on the 31st day 
of March, 1940- 

(a) where the total income of the company includes any 
and gains from life insurance bttsiooss, the aiip&T,tax payable oy tw 
company shah bo reduced by an amount compute at the cate of two 
annas m the rupee on that part of ita total income which consists of 

such indusLon ; 

(b) where tho total income of an a‘^cs<ee, not uemg a company 
includes any profits and game from life insurance busme-'s, the inwme 
tax and supertax payable by the assessee on that part of his total 
come wbion oonsisu of such inclusion shallbe an amount bearing to we 
total amount of eoch taxes payable acooidiog to the rates applicable 
under the operation of the ind.an Pmanoe Act, ISt"*, on his total 
lucome the same proportioa a® the amount of euch inclusioc beers 
to his total income, so however that the aggrega'o of the taxes so 
computed in respect of such inclusion shall not in any case exceed 
the amount of tax payable on such inclnslon et the tato of five atio&a 
in the rupee. 

(6) to ca^es to which section 17 of the Inoome.Tax applies the 
tax chargeable shall be detennined as provided m that section, but 
with r^erence to the rates imposed by eub^seetton (1), aud m 
accordance, where applicable, with tbe provisions of Eub.-8ection (3), (4) 
and (9) of this section 

(7) For the purposes of makutg any deduction of luoomd.tax m 
the year beginning on tho 1st day of A^il, 19lit, under subjection 
12) or suKsection (2B) of section 18 of the (acocne.Tax Act from any 
earned income chargeable under the head “Salaries” tho estimated 
total income of the assessee under thj bead shall, in computing tho 
inooms-tox to ho deducted, be reduced by an amount equal to onc.fifth 
of such earned income but not exceeding in any ease four thousand 
rupees ; but no abatement sb^ be allowed by tbe person responsible 
for paying the salary In respect of any donations made by the assesfoe 
to which section 15D of the looome.Tax Act is or may be applicable. 

r purposes of this section and of the rates of tax. 

expression “total income” means tot J mcome m 

^£X;s 
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THE SECOND SCHEDULE 
(See Section g) 

Part I 

Sates of lueome.tax 

A. la the case of every Individual! Hindu Undivided Family} 
Unregistered Firm and other Association of parsons not being case 
to which paragraph B> 0 or D of this Part appli- s — 

Bate 

1. On the first Es 1,500 of total i come Nil 

2. On the next Es. 3,500 of total income One anna in the 

rupee 

3. On the next Es. 5,000 of total income Two annas in 

the rupee 

4. Oh the next Es. 5,000 of total income Three and a half 

annas in the rupee 

5. On the balance of total income .. Five annas in the 

rupee 

Provided that 

(i) no income-tax shall be payable on a total income which 
before deduction of the allowance, if any, for earned income, does 
not exceed Es. 3,000 ; 

(u‘) ihe income-tax payable shall in no case exceed half the 
amount by which the total income (before deduction of the said 
allowance, if any, for earned income) exceeds Es. 3,000 ; 

(Hi) the income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either — 

(n) a sum bearing to half the amoimt by which total income 
(before deduction of the allowance for earned income) exceeds Es. 3,000 
the same proportion as such reduced total income bears the unreduced 
total income ; or 

(b) the income-tax payable on the income so reduced at the rates 
herein specified whichever is less. 

B, In the case of every company not being a company to which 
paragraph C of this Part applies — 

_ Rate 

On the whole of total income Five annas in the rupee 

provided that in the case of an Indian company — 

(а) where the total income as reduced by seven annas in the 
rupee and by the amount, if any, exempt from income-tax exceeds the 
amount of any dividend including dividends payable at a fixed rare 
declared in respect of the whole or part of the previous year for the 
assessment for the year ending on 31st day of March, 1919, and no 
order has been made under sub-section U) of section 23 A of the 
Indian Income-Tax Act, 1922, a rebate shall be allowed at &e rate of 
one anna per rupee on the amount of such excess ; 

(б) where the amount of dividends referred to in clause (a) above 
exceeds the total income as reduced fay seven annas in the rupee and 
by the amount, if any, exempt from income-tax, there shall be charged 
on the total income an additional income-tax equal the sum, if any. 
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excess (h 

of the amount calculated at tha rata ‘ftvldond ) falls short 

excess dividend, aad ' Por rupco on the 

Ms uideSausTta) but Mh“,ul°’iSria!i '“'’‘'““‘'“t! “»? rebate perraissL 
chargeable under dause ((,), shall n additional incemo-tax 

lO the i„ce,„..ta, rt ch wZd 7 

Fol purp™™f cf r"” '“»'>* ’*»• 2*000 

amount of inimmmtax actSiJkV’’* “>>0X0 proviso, the aggregate 
determined as follows _ "O'y *»orne by the excess dividend shall bo 

orsneV ‘'•c "Itc'c 

J^ediately preceding the Drev.ftno*** Profits of one or more years 
amount of the exMsa^/s?*^^* l>o Jtist sufhcient 

W taben Into .r„e„nt .p co,rrf.-ta'Utv“en“?'^t rpr“^’^.“ 

bs out 
deemed 


toh«“h’‘”'‘'“'^°P'°0“c'eachotlh**°‘^ ‘‘““'"I to 

w have borne tax— “ the said years shall be 

proats of that year, ,t ,1,, rate of «v,;;’n“ ““distributed 
(b) in respect of an» ♦*. * m the rupee and 

whmi°rTf fS"tl^;r" “* “PPlicable to tb, 

'>h.chrebale,,fany,„".,ta,;” ‘“t year '“dneed by the rata at 
0 InthecaseefeveiT^s “'^'“‘'‘'’“‘“dPtofila. 

"hich doca net exceed R, Company the total income of 


0“ the Whole of total income 


Rate 

Two and a half annas in 
Provided that where tha i«»r.i ™P«® 

J*J'““«'»the rupee mlb?','?"”* •>. reduced by four and a 

Payabm a?a'SSf,‘aS,',”“™»f miy d™3tlrd.VciaiS'Zv.d»d" 

'.s; “ t^“ -aw ins .x-’r-sius- r*Unat‘? 

In the case n( • - 

which under lh« ys-m- ‘ **^ory local authority nysri 

Oath, whole of the ,ob.l„ Rata 

hxpl.n,l,„„_]f„ ^ annas m the rupee 


i'.PPEKDIOES 


(a) the expression '^ividend’ shall be deemed to include any 
distribution included in that expression as defined in clause (6A.) of 
Section 2 of the Indian Income-Tax Act, 1922, and any such distrL 
bution made during the year ending on the 31st day of March, 1949, 
shall be deemed to have been made in respect of the whole or part of 
ihe previous year ; 

(b) the expression “Indian Company” shall have the meaning 
assigned to it in clause (7A) of Section 2 of the Indian Income-Tax 
Act> 1922. 


Part ll 

Bates ol Super.Tax 


A. In the case of every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons, not being a case 
to which any other paragraph of this part applies : — 


1. 

On the first Rs, 25,000 of 
total income 

Rate, if income 
wholly earned. 

Nil 

Rate, if income 
wholly unearned 

NU 

2. 

On the next Rs. 15,000 

Two annas in 

Three annas in 


of total income 

the rupee 

the rupee 

3. 

On the next Rs. 15,000 of 

Three annas in 

Four and a half 


total income 

the rupee 

annas in the rupee 

4. 

On the next Rs. 15,000 

Five annas in 

t'ix annas in the 


of total income 

the rupee 

rupee 

5. 

On the next Rs. 15,000 

Six annas in 

Seven annas in 


of total income 

the rupee 

the rupee 

6. 

On the next Ks, 15,000 

Six and a half 

Eight annas in 


of total income 

annas in the 

the rupee 

7. 

On the next Rs. 50,000 

rupee 

Seven annas in 

Nine annas in 


of total income 

the rupee 

the rupee 

8. 

On the next Rs. 1,00,000 

Nine and a half 

Nine and a half 


of total income 

annas in the 

annas in the rupee 

9. 

On the next Rs. 1,00>000 

rupee 

Ten annas in 

Ten annas in the 


of total income 

the rupee 

rupee 

10. 

On the balance of total . 

Ten and a half 

Ten and a half 


income 

annas in the 

annas in the 


rupee 

B. In the case of every local authority : — 

rupee 

Rate 


On the whole of total income Two annas in the rupee 

0. In the case of an Association of persons being a Co-operative 
Society, other than the Sanikatta Salt Owner’s Society in the Bombay 
Presidency for the time being registered under the Co-operative 
Societies Act> 1912, or under an Act of a Provincial Logislatme 
governing the registration of Co-operative Societies : — 

Rate 

1. On the first Rs. 25,000 of total income Nil 

2 . On the balance of the total income Two annas in the rupee 
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In the case of every company Kate 

n the whole of total income Three annaa In the rupee 

the total* iDcomB^h all H the rate of one anna per rupee of 

respect of its Drofits linwJ^f **7®^ ui the cam of any company which m 

1922, for the Tear aa Inoorae.Tai Act, 

prescribed arranseraeata*^-— March, 1349, haa made the 

provlncdd of Indu 

withthip°oT*^'I^^^j**°u ‘I'v'idends in acoordanoo 

eiidAct wction 18 of the 
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FINANCE ACT, 1947 

BATES OF INCOME-TAX 

A In. the ocvse of every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons not being a case 
to which paragraph B of this part applies : — 

Bate 

1. On the first Bs. 1,500 of total income Nil 

2. On the next Rs. 3,500 of total income One anna in the rupee 

3 On the next Bs. 5,000 of total income Two annas in the rupee 

4. On the next Rs. 5,000 of total income Three and a half annas 

in the rupee 

5. On the next Rs. 5,000 of total income Five annas in the rupee 

Provided that — 

{() no income-tax shall be payable on a total income which, 
before deduction of the allowance, if any, for earned income does not 
exceed Rs. 2,500 ; 

(ii) the income-tax payable shall in no case exceed half the 
amount by which the total income (before the deduction of the said 
allowance, if any, for earned income) exceeds Rs. 2,500 ; 

(fii) the income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either 

(a) a sum bearing to half the amount by which the total 
income (before deduction of the allowance for . arned income) exceeds 
Rs. 2,500 the same proportion as such reduced total income bears to 
unreduced total income, or 

(b) the income-tax payable on the income so reduced at the 
rates herein specified whichever is less. 

B. In the ca^'e of every Com any and Local authority, and in 
every case in which under the provisions of the Indian Income-Tax 
Act, 1922, income-tax is to be charged at the maximum rata — 

Rate 

On the whole of total income Five annas in the rupee 

Bates of Sapes.Tax : 

(A) In case of every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons, not being a case 
to which any o her paragraph of this part applies : — 

Rate if income Bate if income 

wholly earned wholly unearned 

1. On the first Hs. 25,000 

of the total income Nil Bil 

2. On the next Rs, 5,000 Two annas in the Three annas in 

of total income rupee the rupee 

3. On the next Rs. 5,000 Two and a half Three and a half 

of total income annas in the annas in the 

rupee rupee 
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4. On Iho next Rs. 10,000 
of total mcjme 
5 OntbenextRs 10.000 
of total mcoina 

6. On the next Rs 10,000 

of total mcome 

7. On the next Rs 10.000 

of total income 

8. On the next Rs 15,000 

of total mcome 
9 On the next Ue 15,QQQ 
of totsj income 
10 On the next Rs 15,000 
of total income 
11. On the next Rs 30.000 
of total income 


Three annas in 
tbo rupee 
Four annas in 
the tupeo 
Five annas m 
the rupee 
Six annas m the 
rupee 

Seven annas in 
the rupee 
Ktghi annas In 
the rupee 
Kine annas m 
the rupee 
Ten annas m 
the rupee 


12 On the haUnce of total Ten and a half 
income annas m the rupee 

(B) In the case of every local authority 


Four annas in 
the rupoo 
Five annas in 
the rupee 
Six annas in the 
rupee 

Sevan annas m 
the rupee 
Bight annas m 
the rupee 
Nine annas m the 
rupee 

Ton annas m 
the rupee 
Ten and a half 
aunas m the 
rupee 

Do 


Rate 


On the whole of total income Two annas in the rupee 

(0) In the case of an assooiat >a of persons being a ''o.operative 
Society other than the Sanikalta Salt Owners’ Society m the Bombay 
Ptesidency, lot the tune being regUteied under the ro.opBTatvTO 
Societies Act. 1922, or under «n Act of a JProvincial Legislature 
governing the registration of Cooperative societies. 

L On the first Rs. 25,000 of R te 

total mcomo Nil 


2. On the balance of total moome Two annas in the rupee 
ID) In the case ot every company 

On the whole of total income Two annaa m the rupee 

and in addition, m respect of that part of the total inoome Ine 
reduced by the amount of dividends payable at a fixed rate) which 
does not exceed the amount of dividends, not being div.dends 
payable at a fixed rate, declared in British India in respect of the 
whole or part of the previous year for the assessment for the year 
ending on the diet day of March, 1948, on tho amount by which 
such part s— ^ 


(a) exceeds 30 percent, but dies not 
exceed 40 verueut el the total \n. 
come so reduced 

(b) exceeds 40 percest and doea not 

exceed 50 parcent of tho total in. 
come so reduced 

(cl exceeds 50 percent of the lotal 
tnooiiie so reduced 
Provided that— 


Rate 

Three annt^ m 
tho rupee 

Five annas in the 

rupeo 

Seven annas in 
the rupee 


(i) no additional superAaxahaU be payable where such nart ,« 

1«. ttui, or oquil to, fir. porc.nl on ft, onfltol of tho oom^nj . * 

(I.) «h.™ .uoh port » moro U»n fi,. p„„nt on tho onp.tnl of 
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the company, the additional super-tax payable shall be reduced by the 
amount of additional super-tax which would, but for the provisions of 
clause (0 of this ptovisoj have been payable had such part been equal 
to five per cent on the capital of the company ; 

(ill) the additional super-tax shall be payable only by a 
company in which the public are substantially interested within the 
meaning of the Explanation to sub-section (i) of section 23A of the 
Indian Income Tax Act, 1922 or a subsidiary comp my of such a 
company where the whole of the share capitd of such subsidiary 
company is held by the parent company or by the nominees thereof. 

Explanation — For the purposes of this paragraph, 

(d) the expression ‘capital of the company’ shall be deemed to 
mean the paid up share capital at the b>^giuning of the previous year 
for the assessment for the year ending on the 3lst day of March, 1918, 
(other than capital entitled to a dividend at a fixed rate) plus any 
reserves other than depreciation reserves and reserves for bad or 
doubtful debts at the same date as diminished by the amount of 
deposit on the same data with the Central Government under section 
10 of the Indian Finance Act, 1942, or section 2 of the Excess Frofits 
Tax Ordinance, 1943 ; 

(b) the expression ‘dividend’ shall be deemed to include any 
distribution included in that expression as defined in clause (6A) of 
section 2 of the Indian Income Tax Act, 1922, and any such distri- 
bution made during the year ending on the 3lst day of March, 1948, 
shall be deemed to have been made in respect of the whole or part of 
the previous year ; 

(c) where any portion of the profits and gains of a company is 
not included in its total income by reason of such portion being 
exempt from tax under any provision of Indian Income-Tax Act, 1922, 
the capital of the company, payable at a fixed rate shall each be 
deemed to be the proportion thereof that the total income of the 
company bears to its total profits and gains. 


35 
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FINANCE ACT. 194 G 

A. In th* case of every IndivUuiiI, Hindu Undiridod 

Unregistered Firm and other Assoc.alion of persons not being a cas 

to which paragraph B uf lh3 part applies — 

1 On the fir<t Us liai)0 ol total income 
' On the next Hs 3,So6 uf total Ino-raio 
d On the next Its S,000 uf total inouine 

4 On the next Its 5,000 uf total Income 

5 On the balance of total income 
Provided that 

(0 no lacomo-tax shall be payable on a total income whichi 
beluTe doiviction of the atlowMxoe» if any, for earned tneomet does not 
exceed Ra 2,000 , 

(u) the mooine^tax payable shall in no case exceed half tbe 
amount by which (he total income (before deduction of the said 
allowance, if anyi tor earned income) exceeds Its. 2>ODO ; 

( u) the inoome tax payable on the total income as reduced by 
the allowance foe earned inoome shall not exceed either — 

(n) a sum bearing to half the amount by which the total 
income (before deduction of the allowance for earned Income) exceeds 
Ka 2,000 the same proportion as such reduced total income bears to 
the unreduced total income, or 

(b) the mcome.tax payable on the income bo reduced at the 
rates specified m this sch^ide whichever is less 

B In the case of every Company and Local Authority, and in 
every case m which under the provisions of the Indian Inoome.Tax 
Act, 1922, inccmie.tax is to be charged st tbo maximum rate— 

Bate 

On the whole of total income Five annas in tho rupee 


Rate 

Nil 

One anna in the rupee 
Two annas In the rupee 
Three and a half annas 
in tbe rupee 
Five annas In the rupee 


JlATEa or 8UPEB.TAX 


A III the case gf every Individual, Hindu Undivided Family, 
Unregistered Firm and other Association of persons, not being a caso 
to which paragraph B or paragraph O or paragraph D of this part 
applies — 


1 On the first Rs 25,000 
of total income 
i On the next Rs I0/)00 
of total Incotna 

3 On tho next Eb 10,000 

of total Income 


Bate, if Income Bate, if income wholli 
whoflyeamed unearned 

Nil 


Thre. 
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•L On tUa next Rg. 15,000 Four annas in tlio Five annas in the 
of total income rupee rupee 

5. On the next Rs. 30>000 Five annas in the Six annas in the 
of total income rupee rupee 

G. On the next Rs, 30,000 Six annas in the Seven annas in the 
of total income rupee rupee 

7. On the next Rs 40,000 Seven annas in the Eight annas in the 

of total income rupee rupee 

8. On the next Rs. 50,000 Eight annas in the Wine annas in the 

of total income » rupee rupee 

9. On the next Rs. 50,000 Jfine annas in the Nine and a half annas 

of total income rupee in the rupee 

10. On the next Rs. 100,000 Nine and a half Ten annas in the 

of total income annas in the rupee rupee 

11. On the next Rs. 150,000 Ten annas in the Ten and a half 

of total income rupee annas in the rupee 

13. On the balance Ten and a half Ten and a half annas 

of total income annas in the rupee in the rupee 

In the case of every local authority — 

Rato 

On the whole of total income One anna in the rupee 

0. In the case of an association of persons being a Co,operative 
Society other than the S mikatta Salt Owner’s Society in the Bomb.ay 
Presidency for the time being registered under the Co-operative 
Societies Act, 1913 or under an Act of the Provincial Legislature 
governing the registration of Co-operative SooLetios — 

Rate 

' 1- On the first Rs. 35,000 of total income Nil 

2. On the balance of total income One anna in the rupee 
D. In the case of every Company — 

Bate 

On the whole total income one anna in the rupee 

and in addition in respect of that p.»rt of the total income (as reduced 
by the amount of dividends payable at a fixed rate) which does not 
exceed the amount of dividends, not being dividends payable at a 
fixed rata, declared in British India in respect of the whole or part of 
the previous year for the assessment for the year ending on the Slat 
day of March, 1947, on the amount by which such part — 

Bate 

(a) exceed-) 30 percent but does not exceed 40 Two annas in the 

percent, of the total inojine as so reduced rupee 

(b) exceeds 40 percent but does not exceed 45 Three annas in 
percent, of the total income as so reduced the rupee 

(c) exceeds 45 per cent, but does not exceed Four annas in 
50 percent, of the total income as so reduced the rupee 

(d) exceeds 50 percent, but does not exceed 55 Five annas in 
percent, of the total income as so reduced the rupee 

(e) exceeds 55 percent, but does not exceed 60 Six annas in 
percent, of the total income as so reduced the rupee 

^f) exceeds 60 percent of total income as so Seven annas in 
reduced the rupee 
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Proyided that— 

(i) no additional supertax shall bo payable whore fuoh part la 
l©«8 than or equal to five porcent on the capital of the company ; 

(ii) where Buch part IS more than five percent on the capital of 
the company, the additicmal aupor tax payable shall bo reduced by the 
amount of additional super.tax which would, but for tho proyisions ot 
cUiwe (i) of this proviso, have been payable had such part been equal 
to fire percent on the capital of the company ; 

(ill) whore any dlvideads (not boin^ dividends payable at a 
fixed rate) have been declared bofora the let day <'f March, 1946, in 
res octof the ^holeor part of the previous year for tho assessment 
for the year ending on tho 31st day of March, 1947, and tho amount of 
supertax ooinputcd at tho rates set out in this paragraph exceeds tho 
amount of super.tax which would bo payaVe by the company at tho 
rate specified m tho Indian Finance A.ct, 194i, such proportion of tho 
amount of tho super tax computed under thi-' paragraph as the amount 
of dividends declared before the 1st day of March, 1946, bears to the 
total amount of dividends declared m respect of tho said provious year 
(not boing dividends payable at a fixed rate) shall bo so reduced as 
not to exceed the samo proportion of the super.tax computed at the 
rate specified in the Indian Finance Act, 1945 


(iv) the additional super tax shall bo payable only by a company 
in which tho public are substantially interested within the meaning ot 
the explanation to sub section (1) of section 23 A. of the Indian Inoomo 
Tax Act, 1922 or a subsidiary company of such a ooinpany where tho 
whole of the share capital ot such subsidiary company u> held by tho 
parent company or by tho nominees Uioreof 

Explunation-'For tho purposes of (his paragraph— 


(a) the expres'iioa **Capital of the oooipany** shall be deemed 
to mean the paid up share capital at the boginnlog of the previous year 
for the assessment for the year ending onthoSlst day of M!aroh, 1947, 
(other than capital entitled toadlvidend at a fixed rate) plus any 
reserves other than depreciation reserves and reserves for bad and 
doubtful debts rt the same date as dmimiBhedby the amount on 
deposit on tho same date with tho C'entral Uovernmoat under section 
10 of the Indian Finance Act, 1942, or section 2 of tho Excess Profits 
Tax Ordinance, 1943 , 


(b) the expression ‘divdend* shall be deemed to mcluda anv 
distribution mduded in tho exjwoseiou “dividend ’ as defined in clause 

(CA)of section 2 of tho Indian Income tax Act, 1922, and anv rhM» 

distribution made during tho year ending on the 3Ut dav nf 
1947. shall be deemed to have been made m respect of thVw&^r 
part of the previous year , '■uo wnoie ot 


(c) whore any portion of the profits andiminR 
IS not included m its total income by reason of ^ ? company 
exempt from under any provision of the Indian fn ^rtion being 
ft. owLftlot th. ooiLj.to low TOO “1.01. 1912, 

amount of dividends payable ^ a fixed ral« u ^ 

be tho proportion thereof ^t the lota! income* r deemed to 

to its tot^ profits and gains company bears 
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DEPRECIATION RATES 

1. BUILDINGS 

ii) First Class substantial building of selected material 2.5% 
Oi) Second Class building of less substantial construction 5% 
(zii) Third Class buildings of construction inferior to that 7.5% 

of Second Class building but including purely 
temporary erections. 

(iv) Purely temporary erections, e.g., wooden structure. 

In the last type of building no rate is prescribed 
Renewals will be allowed as a revenue expenditure. 

Double these rates will be allowed for factory building excluding 
oflSces, godown, officer’s and employees’ quarters. 

(2) Furniture and fitting — the general rate is 6%, but when 
used in hotels and boarding houses it is 9%. 

(3) Machinery & f lant — General rate is 7%. An extra allowance 
upto a maximum of 50% of the normal allowance will be allowed by the 
Income Tax Officer where a concern claims such allowance on account 
of double or multiple shifts working and satisfies the Income-Tax 
Officer that the concern has actually worked double or multiple shifts. 
This extra allowa'nce will be proportionate to the number of days during 
which double or multiple shifts are worked. For the purpose of granting 
this extra allowance the normal number of working days throughout 
the year will be taken as 300 and if for example a cjucern has worked 
double or multiple shifts for 100 days the extra allowance will be 1/3 
of 50% of the normal allowance for the whole year. Tnis applies to 
all concerns whether the general rate or any special rate applies to 
them but does not apply to an item of machinery, or plant specifically 
erected by the letters “N. E. S. A.” being shown against it. 

4. Special Rates for Machinery and plmt. 

These rates range from 9 to 40%. 

9% Group — Flour Mill, Rice Mills, Bone Mills, Sugar Works, 
Distilleries, Ice Factories, Berating Gw Factories, Match Factories, 
Tea Factories, Shoe and other Leather Goods Factories, Starch Fao. 
tories. Coffee Manufacturing concerns. 

10% Group - Paper Mills, ?traw_Board Mills, Ship Building and 
Engineering Works, Iron&Bra^s Foundries, A llutmnium Factories, 
Electric Engineering Works, Motor Car Repairing Works, Internal 
Combustion Engines, Repairing Works, Galvanising Works, Patent 
Stone Works, Oil Extraction Factories, Chemical Works, Soap and 
Candle Works, Lime W >rks. Saw Mills, Tin and Can Making Works, 
Dyeing & Bleaching Works, Cement Works using rotary Kilns, Rod 
Mills, Hydraulic Presses, Brick Manufacture, File making industry, 
the manufacture of Vegetable Ghee, the manufacture of optical 
instruments, Cokeo MamSacture, the manufacture of Concrete Pipes, 
Glass Manufacture and the manufacture of Vacuum Tubes, and 
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Tacwm bulbs, TclepUoa« opecitiQR coDceras, Wira and I^*****^^,'!? 
Mills, Iron&Stecl Industry (Bl&stFaroaca Plan».St«eI^kinff 
Battery manufacture, thomanufactura of Healds and Reeds 
Re^ mating. Varnishing, doubUng, Winding and polishing inaoatnesi 
the manufuoturo of confectionery (inclndlatt biscuits uou peppew- 
tnints), manufacture of Pottery and Osy Products. 

Group (a) General Machinery and plant used m Rubber 
Goods factories, 

lb) Silt manufacturing— weatlng machinery worked by electric 
motors Indudmg winding machines, twisting frame double inachme, 
Print Winding mactunaa, warpmg machine*. Looms, stentating mach. 
mea and Hydnuixtractors, 

40% Depreciatlcn— Per R»>ulds (N.E S A.) In Rubber goods 
factories 

5. Machinery used in the Production & exhibition of cmemoto 
graph films (N. E S A) *0% 

0 Mines & quarries (K. E. 8. A ) 

II) Machinery (a) surface and underground machinery (exce^ 

electrical machinery) hcaJ.goar moTiDg parts and rads 

(b) Boilers and hoad.geara (excluding moving pari*) 

(c) Coal Tuba, winding ropes, haulage ropea and sand atoxing 
pipes (tienowals WtU be oUowod as revenue expenditure) 

(.d) Shafts and iodines 

(e) Portableuadergeoundmeehinery 25% 

(f) Safety lamps (cost of lamps actually used up wdl be allowod 
as revenue expenditure), 

7 Aeroplanes (K. E. S. A ) 

(i) Aircraft 30% 

(h) Aero engines 40% 

(lu) Aeital Fhotogtaphio apparatus ^5% 

5 Textile UachineTy excluding silk manufacturing cnachi. 

nery— da) Cotton, ib) Jute indoding plant, (c) WooUeu and Torrted, 
(d) Carpet 10, 9, 10 and 10, percent respectively. 

9. Ginning end Creesing meohinety 9% 

10. Tube.wdi boring plant, concrete Rile Driving Machine*, 
Weighing machine* > work inslmraenl, Autoniatio and semLautoinaho 
Machine Tools, Precision Maobuse Tools, e g , Grinding Machines, 

11. Calculating MaoWne (N E S A ) Typewriters (N. E 3. A.) 
Neo Post Franking MKtuoes (N.E 8 Ad Accounting Machines 

(H.ES A)o««romc8 Machinery (H.E.a.A) Sewing and KniS 

MaoUmes employed in the oianufactaro of hosUty and wooUen 
goods sewi^ and Btitahipg maoUmea for canvas or leather or 
XutomaUo Embroidery Machines and thoir j > 

Refrigeration Plant. Containers ytc iN. S. 8 ^ I, H 

and Machinery, surgical lOstnunent (N. E 3 a t Plant 

^ s'l Msr. 

30 % 



14. 

15. 


appendices 


Cycles {N. E. S. A.) 

Moulds used in .usnofaelure of ooucerete Pipes (If. E, 


2f9 

20 % 

S.A.) 


16. Motor taxis, motor lorries ninfr... k., . 

(N. E. S. A.) n^otor tractors 


17. Railway s iding (N. E. S. A.) 
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APPENDIX VI 

THE FINANCE ACT 1950 

“'><* (5) 

the First Sohedule^a^^^^ charged at the rates specified in part I of 
Indian Purposes of section 55 of the 

Income-tar Act. a,. ° - *“6 provisions of section tSA Is ir“ 

rntfs-“i3S-|£ 

'lny ofMa?ohl 9 Su“^“®«"“®P‘I»rttnyear ending of the Slat 

Income-tax Act he te deem/n n^ “I motion 49B of Se 

s|If 

>9«%TSs‘’,&tooome”l^r^^^ 

■nolnsions bears to itaSai taoomeT ""»’■>'*“>» « ‘hn nnionnt of such 

includes a"^r®5ncome*oh«gea5e Snde ^ company, 

super tax has been or ‘Salaries’ on which 

of subsection ( 2 ) of section 18^nf ^ been deducted under the provisions 
payable by the asssLee on tL? ,, Inoome.tax Aot,the super Tx 
of such inclusions shall bo an amount mcome which oonsists 

r; P®^-tax payable, according to the to the total amount of 

r,r?nn°t Sn!e iSt im T °P«“- 

(4)TmaC°aT bt^rsThS'S 

dayof March 1951 ^ assessment for the year ending of the Slst 

gams^from^1fe instianie^bmSnn^s includes any profits and 

the oonipauy oii the whalo ® supar,tax otherwise payable 
amount which bears to that minL mcome shall be reduced hy an 

of such inclusion bears to ‘he same proportion as the amount 

at rate of two ann^ 4 th« tn amount oompS 

Whichever is less.' ‘*^8 amount of such inclusion^ 

, (b) "where the ■^rvfoi 

moludes any profits and Tains® from Iff®' ^ 

gains from life insurance business, the 



i!.coliE,T*x uw & iocoTOrra 

'ncome*\^ *upir.t« payaUe by tba afiei rco on that part cf total 

the operation nr * acoonJing to tbo ratca appllcabln onitop 

earn" prom?t,o„ "'”.1'“^'““'"*'* 19<2 on bit totil inoomo the 
moon,? so ho“e“r °' “i''' l-d'^loobo*" to bU tout 

respect of aue^miilSi "j", •BBscBoto of the tal so computed in 
tax payable on ®**® exceed the amotml of 

■ai payable oosodtmdosioit at the ratoof four and baU annas In the 

the t.'^cW.Vabl.'fha'll’';?/.''*'™ " “f «■» I»ootno.toi Act applies, 
with roteronco to the ral« •» ProTided In that section, but 

dance, where, with, the acMir. 

section Pfoyialone of sub sections (3) and (4) of this 

tbo year beginmniTon* thn”*W °s? ***? dodoctlon of income-tax m 
It) or subjection *(20) o^Mc^fion'^^lft tf sub-sectioo 

earned income chargeable imdar^Li I Act from any 

«] the a'seasce uSdcr lh?B estimated total 

tax to bo deducted, be reduced hir «« . “ * computing the income, 
earned income, but not exceed, equal to one-flfth of such 

but no abatement shall be*aUowfd thousand rupocsi 

Uie sala^ a respect of any duoat,on,^® responsible for paying 
^ectiunl3Dofthelncomttan?t‘«*™®‘‘®’iy^‘»® assessee to which 
^7) For the purZet of ihi! » ’'® ®PPUcable 

imposed thereby ieSnrewioalfbftS®*'®^ ‘be rates of U* 
^or the purposes of mcomo*^^** ‘“®"“ ^**1 income M 

!6?|?PJ«M‘oa‘earnedlti«)S?22 thl^ income-tax Act and 
tSAA) of seotmn 2 of that ^ ^ “e^nlng assigned to it in clause 

PAST I 

A- In the case of ^*85^ SCUBDULB 
unregistered firm and otklT ‘“^‘’‘duaJ, Hindu undiTided 
co»P.cyb„b,sb b...Br”sXB^'^S‘Ztr.S * 


'• "“c^'rS-®- “OOcflcU. 


’=»Ocfb,UI 

‘ MObefteU, 

5. 0“ the balance of touun 
ProTided that — l®«wne 


Bate. 

Bii 


Nme pioa in the rupee. 

Onaanna and nine pies in 
the rupee. ^ 

Ahtee annas in the rupee 


, , (ir'No’m'iS- , ■ ^°“'“»««mth.rup.. 

befOTe deduction of thn n “’‘bapa—v. 

not exceed the total income, which 

(2) Themcotne* ‘ocomo, does 

amount by which thn ♦ ?*7»Wo ahali . 

•Uo-.SM, if spy, tor e,^JJ moo^r(b, siwsd bBf tbs 
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(3) The income-tax payable on the total income as reduced by 
the allowance for earned income shall not exceed either — 

„ (‘*) A. sum bearing half the amount by which the total income 

(before deduction of the allowance for earned income) exceeds the 
said limit the same proportion as such reduced total income bears 
to the unreduced total income, or 

(b) the income-tax payable on the income so reduced at the 
rates herein specified, whichever is less. 

The limit referred to ia the above proviso shall be — 

(i) Rs. 7200 in the case of every Hindu Undivided family 
which satisfies at the end of the previous- year either of the 
following conditions namely : — 

. ia) that it has at least two members entitled to a share on parti, 
tion who are not less than 18 years of age ; or 

ib) that it has at least two members entitled to a share on 
partition, neither of whom is a lineal descendant of the other and 
both of whom are not lineally descended from any other living 
member of the family ; and 

(ii) Rs, 3600 in every other case, 

B. In the case of every company — 

On the whole of total income Four annas in the rupee. 

Provided that in the case of a company which, in respect of 
profits liable to tax under the Indian Income Tax Act for the year 
ending on the 31st Day of March, 1951, has made the prescribed 
Wrangement for the declaration, and payment within the territory 
of India excluding the State of Jammu and Kashmir, of the dividends 
payable out of such profits, and has deducted suyar-tax from the 
dividends in accordance with the provisions of sub.section (3 Dl> cr 
(3E) of section 18 of the Act — 

ii) Where the total income, as reduced by six and half annas 
in the rupee and by the amount, if any, exempt from income-tax, 
exceed the amount of any dividends (including dividends payabl» 
at a fixed rate) declared in respect of the whole or part of the 
previous year for the assessment for the year ending on 31st Day of 
March 1951 and no order has been made under sub-seotion (1) 
of section 23A of the Income Tax Act, rebate shall be allowed at the 
rate of one anna per rupee on the amount of such excess. 

(ii) where the amount of dividend referred in clause (i) above ex- 
ceeds the total income as reduced by six and half annas in the rupee 
and by the amount, if any, exempt from income tax, there shall be 
charge on the total income an additional, income tix equal to the sum, 
if any, by which the aggregate amount of insome tax actually 
borne by such excess (hereinafter referred to as excess dividend) 
falls short of the amount calculated at the rata of five annas per 
rupee on the excess dividend. 

For the purposes of the above proviso, the expression dividend 
shall have the meaning assigned to ii in clause (6A) of section 2 of 
the income tax Act anj distribution incluled in thit expres- 
sion, made during the year ending on the Slst day of March 1951, 
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ahaU bo doomed to bo diTulond declared in respect of the whole or 
part of the previous year 

For the purposes of clause (ii) of the above proviso the argregate 
^outjt of inoome tax actually borne by the excess dividend ehsll be 
determ'ned as f llows 

(') the excess dividend shall be deemed to be out of the whole 
or such portim of the uadistr buted profits of one or more years 
immediately preceding the previous years as would be ia<l sufQo eat 

toMver the amount of the excess dividend and as have not likewi'e 
be^e^taxen into account to cover an excess dividend of the previous 

IS deemed to he out 

23A been made under suKsection (0 of section 

Srtvl rVtil profit 

total mUmA “H' y®'*" ®'‘be rataanplieable to the 

which rebate if *n * /<» ‘hat year reduced by the rate at 

wmch rebate, d any. was allowed on the undoilnbuted profits 

under ?he which 

at the maximiim?Jt^ toeom6.tax Act income tax is to be charged 

on the whole of total income Four annas m the rupee 

PART II 

RATE OK 811PEB.TAX 

“"l"' Dod.«,drf f.olJr. 

1 On Iho first Ks 35 ooo of foul Ha 


2 On the next Rs. 15,000 of total 
income 

3. On the next Rs. 15.000 of total 

t income 

4. On the next Ra. 15,000 of toUl 

income 

5. On the next Bs 15,000 of total 

inoome 

«. On the next Re 15,000 of total 
income 

7. On the next Rs 50,000 of tot»l 

inoome 

8. On the balance of total moome 

Oafit.,h<ae„,„t..ta„„, Xwo^d „„„ „ 

C. In the case of an a««nA.«* t rupee 

^ the Cooperative Societies 


Three annas in the rupee 

Four annas m the rupee 

8ix annas m the rupee 

Seven annas m the rupee 

Seven and half annas m the 
rupee 

Bight annas is the rupee 

Bight and half annas in the 
rupee 
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Act, 1912 or under any law of state governing the registration of 
cooperative society — 

On the first Hs. 25,000 of total Nil 
incoaie 

On the balance of total income 


D. In the case of every company 
Un the whole of total income 


Two and half annas in the 
rupee 

Four and half annas in the 
rupee 


tax 

the 

the 

the 


Provided that — 

(i) a rebate at the rata of three annas per rupee of the total 
mootne shall be allowed in the case of every company which — 

(a) in respect of its profits liable to tax under the Income 
act for the year ending on 31st day of M .rch 1951 has made 
prescri' ed arrangements for the declaration and payment in 
territory of India excluding the State of Jammu and Kashmir of 
d.vidend payable out of such profits and for the deduction of super, 
ax form dividends in accordance with the provisions of sub.section 
or ,3S) of section 13 of the Act, and 

IS a public company with total income not not exceeding 

K3. 25,000 ; 

(ti) a rebate at the rate of two annas in the rupee shall be allowed 
in the ca'O of any company which satisfies condition (a) but not 
condition {b of the preceding claute ; and 

. (iii) a rebate at the rate of one anna in the rupee of the total 
income shall b-^ allowed in the case of any company, which not being 
entitled lo a rebate under either of the preceding clauses, is — 

(a) a publ c company whose shares were offered for sale in a 
recognized stock exchange at any time during the previous year, or 
lb) a company all of whose shares were held at the end of the 
previous year by one or more such public companies as aforesaid : 

Provided further that the supertax payable by the cora^pany the 
total Income of wh oh "^^re. 

gate of — . , , 

(a) tha ,»pert« 

company if its total income had been Bs , _ .. 

(W half thh amount b, whioh ita total inoonuo 

Explanation: For the ft jg^^eithYr a^nvate company 

shall be deemed to be company onl^f t^^ ^^^^^ 

within the more than oO per cant, of the 

company m wh.o-i i.hares carry „ du-ing the previous year held 
total votmg p >wer were, at my time duang me y 

or oontroUed by less than aix persons. 



